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Another false statement 
from Karl Marx 


“The battle of competition is fought by cheapening 
of commodities,” he said. But at United States Steel 
we've found that the battle of competition is fought 
by improving of commodities. For example, we have 
just completed the development of a thinner, lighter, 
proportionately stronger tin-plated steel for cans. The 
new steel is called FERROLITE. It reduces the weight of 
cans about 40%, and it proves that a product doesn’t 
have to be made weak when it’s made light. 
FERROLITE is one of the newest additions to more 
than 10,000 types and grades of USS steels. In this 
instance it was a new steel for food cans. At other 
times, it was a new steel for nuclear forgings; stronger 
steel plate for submarine hulls; tougher steel for auto- 
motive gears; a new Stainless Steel for re-entry cap- 
sules. There’s a story of competition behind every one 
of them—from the men who developed them to the 
companies and industries that produce them. And the 
benefit—is a stronger nation. America grows with steel. 


United States Steel 
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ROCKWELL 





STANDARD DIRECTORS 


PERSONALLY CHECK PROGRESS ON 
NEW TWIN-JET AERO COMMANDER 
AT OKLAHOMA CITY MEETING... 
DECLARE REGULAR DIVIDEND 





The Board of Directors has today 
declared a regular quarterly dividend 
of fifty cents (SO¢) per share on the 
Common Stock of the Company, pay- 
able December 10, 1961, to share- 
holders of record at the close of busi- 
ness November 16, 1961. 

A. A. Finnell, Secretary 
October 27, 1961 





Rockwell-Standard serves: 
Transportation * Construction 
Agriculture * Petroleum 
Public Utilities * General 
Industry and Government 


Rockwell-Standard produces: 
Axles * Transmissions 
Torque Converters 
Leaf and Mechanical Springs 
Bumpers * Cushion Springs 
Brakes * Forgings * Stampings 
Grating * Universal Joints 
Executive Aircraft 
Lighting Standards 
Gas and Liquid Filters 


ROCKWELL-STANDARD LR, 
“ CORPORATION — 


CORAOPOLIS. PENNSYLVANIA 








PHELPS DODGE 
CORPORATION 


The Board of Directors has | 
declared a fourth-quarter divi- 
dend of Seventy-five Cents (75¢) 
per share on the capital stock of 
this Corporation, payable De- 
cember 8, 1961 to stockholders 
of record November 17, 1961, 
making total dividends declared 
for 1961 of Three Dollars ($3.00 
per $12.50 par value share. 


M. W. URQUHART, 
Treasurer. 


November ], 1961. 








DIVIDEND NO. 88 == 
Hudson Bay Mining 
and Smelting Co., Limited 

A Dividend of seventy-five cents 
($.75) (Canadian) per share has been 
declared on the Capital Stock of this 
Company, ayable December 18, 
1961, to shareholders of record at 
the close of business on November 


17, 1961 
| J. F. McCARTHY, Treasurer 
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What is the Bell System? 


Tie Bell System is cables and radio 
relay and laboratories and manufac- 
turing plants and local operating 
companies and millions of tele- 
phones in every part of the country. 


The Bell System is people... 
hundreds of thousands of employees 
and more than two million men and 
women who have invested their sav- 
ings in the business. 


It is more than that. The Bell 
System is an idea. 





It is an idea that starts with the 
policy of providing you with the best 


BELL TELEPHONE SYSTEM 


possible communications services at 
the lowest possible price. 


But desire is not enough. Bright 
dreams and high hopes need to be 
brought to earth and made to work. 


You could have all the equipment 
and still not have the service you 
know today. 


You could have all the separate 
parts of the Bell System and not have 
the benefits of all those parts fitted 
together in a nationwide whole. 


It’s the time-proved combination 
of research, manufacturing and 
operations in one organization— 


with close teamwork between all 
three—that results in good service, 
low cost, and constant improvements 
in the scope and usefulness of your 
telephone. 


No matter whether it is one of 
the many tasks of everyday opera- 
tion—or the special skills needed to 
invent the ‘Transistor or develop 
communication by satellites—the 
Bell System has the will and the way 
to get it done. 


And a spirit of courtesy and serv- 
ice that has come to be a most im- 
portant part of the Bell System idea. 
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American Telephone & Telegraph Company + Bell Telephone Laboratories - Western Electric Company + New England Telephone & Telegraph Company » Southern New England Telephone Com- 
pany + New York Telephone Company + New Jersey Bell Telephone Company + The Bell Telephone Company of Pennsylvania - Diamond State Telephone Company + The Chesapeake & Potomac 
Telephone Companies + Southern Bell Telephone & Telegraph Company + The Ohio Bell Telephone Company + Cincinnati & Suburban Bell Telephone Company + Michigan Bell Telephone 


th 


Company + Indiana Bell Telephone Company + Wisconsin Telephone Company « Illinois Bell Telephone Company + Northwestern Bell Telephone Company « S stern Bell Teleph Com- 





pany « The Mountain States Telephone & Telegraph Company + The Pacific Telephone & Telegraph Company + Bell Telephone Company of Nevada « Pacific Northwest Bell Telephone Company 
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The Trend of Events 


THIS AGE OF THE POWER-HUNGRY MEN ... More and 
more we realize the genius of our founding fathers 
who gave the people of this country the right to live 
the life they chose, and freedom of opportunity to 
make their way in a new world by their own ini- 
tiative and by their own efforts. 

It is the only instance in history that I know of 
where this type of government has survived, and 
where the people have retained its advantages for 
so long a time, and which has enabled our nation to 
achieve a degree of progress and prosperity un- 
equalled for the common man—and unmatched any- 
where else in the world. 

And now we are feeling the hot breath of a de- 
structive force that threatens our well-being not 
only from across the oceans 
but right in our own land. 


situation in our country where the average man lives 
like a king compared to the masses of other lands. 
Yet, the disruptive forces in our country are in- 
tensifying their hold on the people of the United 
States. As much as $55 billion a year is being 
siphoned off by Organized Crime in league with 
conniving politicians . which, reduced to a com- 
mon denominator, means $300 per year extracted 


from every one of our 180 million citizens, men, 
women and children, or you, the reader, on an 
average paying approximately $6.00 per week to 


gangsters and racketeers who dominate the scene. 
And what is more, corrupt labor leader dictator- 
ships already flourish in our land, milking and de- 
priving the union member of his freedom of criti- 
cism and action under threat 
of the labor goons. At the 





And it is winning tolerance 
from those who have become 


We call the 


soft and have never known 
what it means to be hungry 
and homeless. It is under- | gp), 


standable that the downtrod- 
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attention of the 
our Trend Forecaster, which appears as 
a regular feature of the Business Ana- 
lyst. This department presents a valu- 
market analysis of importance to 
businessmen. To 


moment some of these power 
and wealth-hungry union 
leaders are seriously 
rupting our economy as an 
ambitious step toward the 
establishment of a labor gov- 
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every device they can think of to that end. 

For example, as a demonstration of their power 
they instigated the pilot strike last year involving 
only a few men as an easy device that effectively 
tied up the entire City of New York—and they got 
away with it. Just yesterday, a small teamster union 
local held up the milk supply for this great me- 
tropolis. And now comes Mr. Quill, head of the 
Transport Worker’s Union who threatens to para- 
lyze the entire city with a subway strike by making 
exhorbitant demands beyond the capacity of the 
subway system to pay without increasing the fare 
from 15¢ to 30¢. To meet this problem, Quill has 
the unmitigated gall to suggest that other agencies 
be called upon to absorb the deficit that would 
otherwise be incurred by the New York Transit 
Authority if the fare was not raised. 

What is happening in New York is only one in- 
stance of what is going on all over the country—the 
railroad industry where a guaranteed life-time job 
has actually been granted by a leading railroad to 
the Telegrapher’s Union with the blessing of Secre- 
tary of Labor Goldberg. And in the steel industry 
where Joseph L. Block, Chairman of Inland Steel 
warned “that the continuing profit squeeze arising 
from labor’s demands could lead to the industry’s 
eventual nationalization.” 

This same kind of deterioration set in motion by 
power-hungry and money-hungry “Castros” is tak- 
ing place in under-developed countries around the 
world so that people are starving and dying while 
their calloused leaders are throwing away money on 
diplomatic functions and receptions which could be 
better used to relieve some of the suffering in their 
country. 


The hopes of the negroes in Africa are being 
dashed by the power struggle going on by men 
among those whose promises of a better life are not 
likely to materialize. They are finding that no matter 
how selfish were the interests of the white man, that 
these new leaders of their own race, wallowing in 
their first taste of authority and power, are likely to 
exploit them to the limit for their own ends. 

This is also true in Asia and elsewhere around the 
world where the communist conspiracy is stirring 
revolt in every country and using the siren call of 
excitement and adventure to stir up the youth ele- 
ments and uneducated masses with the false 
promises of Utopia. 

Whether the challenge comes to us from afar— 
from Cuba, Ecuador or Mexico on our doorstep, or 
from would-be dictators in our midst, we must not 
tolerate any further encroachment by these power 
and money-hungry men. 

The time to act in our own defense is now—by 
passing laws with teeth that will enable the Justice 
Department to crack down in a way that will break 
up and expose the leadership in the Organized 
Crime syndicates and their adherents,—subject 
labor unions to the same anti-trust laws now applied 
to industry—and give the F.B.I. the go-ahead signal 
to destroy the communist cells in this country dedi- 
cated as they are, to undermining our ethics and 
violating our principles. 

Our people are already aroused to the need for 
such action, which is being fostered by various 
groups. It would be easy for the government to sup- 
port such a crusade which would inspire young and 


old alike TO ACTION. END 








As J See Jt! 


By JACK BAME 


THE HAPPY INTRODUCTION OF MONETARY INNOVATIONS AND COOPERATION 
— EVEN THOUGH PROBLEMS EXIST 


HE influence which international monetary con- 

siderations now have on the policy and proce- 
dural decisions of U.S. Treasury and Federal Reserve 
authorities, becomes increasingly evident as the 
weeks go by. 

A few recent developments are especially note- 
worthy. They will become more significant as further 
representative steps are taken toward the formula- 
tion of an integrated American, and indeed West- 
ern, financial and commercial program to meet the 
needs of a new era, rather than as individual or 
isolated financial moves. 

Despite the positive merits of the actions already 
taken, such a goal — with its implications for both 
the U.S. and the entire Free World — is still far 
from being achieved. And it must be said that the 
underlying and basic difficulties still remain and 
have not yet been fully faced up to. The problems 
include the improvement of the competitive position 
of the U.S. in world markets, through the cooper- 
ative efforts of management, labor and government. 

The U.S. Treasury Swiss Franc Borrowing .. . 


216 


This operation, effected last month, involved a three 
month loan of $46.4 million in Swiss francs from 
the National Bank to the U.S. Treasury at 144% 
interest per annum. 

This represented another step in the growing 
utilization by the U.S. of the mechanism of the Ex- 
change Stabilization Fund, which has long been an 
integral part of Treasury operations in deals with 
many foreign countries, notably Britain and France. 
In the case of the Swiss franc loan, the borrowing 
was arranged for within the framework of the 
federal debt of the U.S. Other foreign currencies 
have been acquired by the Treasury — especially 
German marks — by other procedures and the 
Treasury is thus expanding its actions in exchange 
markets, to support the quotation of the dollar. 

Whenever the dollar, due to “ordinary” com- 
mercial and financial reasons or “speculative” in- 
fluences, declines in value in relation to other 
currencies, the Treasury sells the foreign mone- 
tary units, tending to push down the rates of 
these currencies vis-a-vis the dollar. This puts 
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the brakes on any adverse speculative snowbal- 
ling, which could lead to a serious new run on 
the dollar and U.S. gold. 

In the cases of the Swiss franc and the mark, 
it has been in the “forward” quotation — that 
is, the exchange rate set now for the future 
delivery of dollars against these currencies on 
some specified date (usually one to three months) 
— where the dollar has been weak. 


> The accumulation of other currencies in a 
Stabilization Fund allows the Treasury to offset this 
by agreeing to sell foreign currencies for dollars on 
a futures basis, thus propping the forward dollar 
rate. 


New Tool Designed to Prevent Short Term Trouble 


Therefore, American monetary management has 
a new tool at its disposal, helping to prevent any 
short term troubles from becoming a ruling in- 
fluence on dollar policy. However, it should again 

be stated that such intervention should be viewed 

as giving the U.S. more time and flexibility to 
pursue adjustments in trade and payments, not 
as substitutes for the latter. 

Debt Management Techniques . . . New Treasury 
refunding operations include severai features which 
are important, from both the domestic and interna- 
tional viewpoints. The scheduled debt financing for 
this calendar year (not including some refinancings) 
is now completed, as almost $7 billion in 214% 
bonds maturing on November 15th were exchanged 
for either: 1) 34%,°% notes of February 1963; 2) 
reopened 334.% February 1966 bonds, and 3) re- 
opened 372° November 1974 bonds, the latter two 
at below par, to effectively yield 3.81% and 3.97%. 
These prices were attractively competitive if com- 
pared with current market yields and an attempt 
was being made to churn up some renewed bank 
and other investor interest in acquiring longer term 
government issues. 

The general market feeling that interest rates 
were likely to rise soon, however, tended to restrict 
the amount that was put into the 13 year bonds. 
The Treasury also offered for cash $800 million in 
eight “strip” bills, one part of which will mature 
each week from December 7th to January 25th. 
The average maturity of the offering is thus 4614 
days, compared to the normally shortest bills of 
91 days. One reason for the “strip” offering (this 
technique was instituted in June), was to provide 
ready cash to the Treasury for paying off those 
holders of the 2!4’s who were unwilling to take up 
the new exchange issues. 

Another aspect of the offering was international, 
as the increased supply of shorter term issues tends 
to lower prices and raise interest rates in that area. 
With this in mind, the Treasury also increased the 
regular weekly issue of 91 day bills due February 
8th, by $100 million, reducing the six month bill 
issue by a like amount. This move, together with 
the “strips”, firmed short term interest rates some- 
what, in an effort to reduce the flow of short term 
funds to London, where higher returns were avail- 
able. In effect, a slight rise in the short term rate 
“floor” was being aimed for in Washington. 


The Reduction In The British Bank Rate in the 


beginning of November from 614% to 6% — the 
second such cut in about a month — was a move 
NOVEMBER 18, 1961 


of cooperation, designed to discourage the inflow 
of “hot” short term funds to London. The British 
had domestic reasons for the move too, since an 
excessive inflow of such money tends to increase 
the liquidity of the British economy at home, which 
works against their austerity program. However, 
the bank rate is still high enough to discourage 
certain undesired borrowing within Britain. 

Although both the U.S. and British actions were 
in the right direction, the considerable cost of ex- 
change hedging in connection with American pur- 
chases of British Treasury bills—represented by the 
wide forward exchange rate spread for the Pound 
sterling—narrowed somewhat. But later the hedged 
advantage on investment in short-term British bills, 
the interest rate on which dipped to about 5.4%, 
all but disappeared. The latest $27 million reduction 
in the U.S. gold stock was probably tied to the 
earlier outflow of funds to Britain. If more gold 
losses take place, further measures will have to be 
taken. 


The Trend Towards An Atlantic Community is 
the most significant development of the times, as I 
see it, although it does not promise quick or spec- 
tacular results. But in the long run, the implications 
of this achievement would dwarf practically any 
other aspect of U.S. foreign policy, from both the 
economic and political points of view. While the need 
or desirability of U.S. association with the Common 
Market group has previously been aired in many 
non-official circles, it seems that Britain’s move to 
join the Euromart group has served as the spur or 
kicking-off point for Administration action on a 
wide front in the U.S. 


@ First came the Herter-Clayton report for Con- 
gress, which recommended an outright form of 
partnership with the Common Market; ® then, 
proposals for a liberalized trade program by Under 
Secretary of State George Ball and by Treasury 
Secretary Dillon; ¢ and finally the strong plea of 
President Kennedy himself to start now to reshape 
our foreign trade policy and negotiate with the 
Common Market group to “protect our interests and 
the interests of those that are associated with us.” 


In the latter part of his statement, the President 
was referring to Japan and Latin America, and in 
this respect, high-level economic consultations be- 
tween Japan and the U.S. recently took place in 
Tokyo. He effectively spoke out against protection- 
ist-oriented policies, showing that trade is a two- 
way street, and that Japan, in the past six months, 
purchased about $500 million more of U.S. goods 
than we bought from Japan. 

Undoubtedly, some particular industrial areas 
are and will be hurt by international competition, 
but others will benefit from a higher level of trade 
and the efficiencies certain to be instituted. No 
magic or miracles are likely to quickly solve our 
free-trade protectionist battles here at home (the 
special interest groups will undoubtedly kick up a 
storm when the Reciprocal Trade Agreements Act 
expires in June, favoring a narrowing of such pro- 
visions rather than any expansion). 

Common Market differences will have to be ironed 
out—in the case of Britain due to the adjustments 
that need to be made with the Commonwealth coun- 
tries now— and the con- (Please turn to page 264) 
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Market Looking To The Year End 


With foreign uncertainties relegated to the 


background for the time being, and some 


indications pointing to renewed business improvement, a further upside market test 
appears probable. However, basis for a sustained broad rise is questionable, since corporate 


profits remain in a squeeze, the commodity 


price trend is out of line with the “inflation 


talk” and the Communists can heat up the cold war crisis again whenever they choose. 


By A. T. 


ry. 
I HE industrial average rose nearly 24 
points over the last fortnight, to within less than 2 
points of its September 7 all-time high. The widely 
publicized feature was a Wednesday (November 8) 
spurt of 9.14 points, largest in many months, with 
trading volume of over 6,000,000 shares the broadest 
since last April. Mild easing on reduced turnover 
during most of last week’s two final sessions was 
followed by renewed strength at the Friday close. 
So brokers are singing “happy days are here 
again.” It would not be surprising if the Dow 
average follows broader measures of stock prices 
into new high ground, as has happened before. But, 
as has also happened before, attainment of a new 
high does not necessarily assure wide forward pro- 


MEASURING MARKET SUPPORT 


“THE MARKET IS A TUG-OF-WAR . . . CONSTANTLY SHIFTING SUPPLY & DEMAND 
PRODUCES THE FLUCTUATIONS” THE MAGAZINE OF WALL STREET 1909 
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gress for any great period of time. As a rule, re- 
gardless of how good the market may look at a given 
time, the higher stock prices go, without a strong 
rise in earnings, the less becomes the additional 
percentage. 

The rail list rallied within its recent trading 
range on the fortnight, although it gained only 
fractionally last week, remaining about 3 points 
under its October 11 recovery high. The latter was 
made on one of the infrequent rail spurts, confined 
in this instance to two non-consecutive trading 
sessions. Another might well come now or soon, en- 
gineered primarily by professional operators to 
“keep the pot boiling.” 


Broadening In Demand 


The persistent rise in utilities has 
been extended again, with further 
strength also in most of the other 
previously favored conservative sec- 
tions of the list such as foods, bank and 
insurance issues, some retailing groups 
and tobaccos, among others. At the 
same time, increased demand spread to 
a number of cyclical-type stock groups. 

The favorable demand-supply spread 
shown by our Market Support measures 
has widened considerably further. In 
line with this, last week’s ratios of ad- 
vances to declines in individual stocks, 
and of new highs to new lows, made the 
best showings in some months. 

The Apparent Reasons 

& Increased investment - speculative 
optimism can be ascribed to a number 
of considerations, some of limited or 
doubtful significance. One such, creat- 
ing excitement, was the General Motors 
$0.50 extra dividend, first since 1955 
and taken as signifying the company’s 
confidence in the 1962 business outlook. 

One might ask when, especially dur- 
ing a well recognized cycle of business 
revival, was there a time that General 
Motors management, or any other 
automotive management was not opti- 
mistic about the future? One could also 
say some dividend liberalization here 
was long overdue, since earnings have 
considerably exceeded dividends for 
many years and the company’s cash 
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items nearly tripled to 
more than $2 billion in five 
years through 1961. 

& The alleged inflation- 
ary implications of Demo- 
cratic victories in the No- 
vember 7 elections are cited 
as another market factor. 
This is somewhat tenuous 
reasoning. In the main, 
Democrats won where they 
generally win—and by re- 
duced ma jorities as com- 
pared with prior elections. 
If voters favor lavish pub- =" 
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ists only shift tactics when JUNE 
expedient—never basic 
strategy or objective, 
which aims at world domi- 
nation. 

> Probably the most in- 
fiuential reasons for a bet- 
ter market are (1) belief that the recent pause in 
the revival of industrial activity is about over; (2) 
the fact of demonstrated market support within a 
restricted September-October range despite empha- 
sis during the period on acute Berlin tension and 
the business lull; (3) the accumulation of funds 
seeking employment. 

®> Business—As regards business. the lift in 
sentiment came largely from improved automobile 
sales in October and especially in the last ten days 
of the month. More time will be needed for con- 
clusive indications that the public has at last begun 
to loosen up importantly in its spending for cars and 
other consumer hard goods. 

& One important “lead” indicator is adverse. Non- 
residential building contracts have been making a 
poor showing. This, plus surplus industrial capacity 
and unsatisfactory profit margins, suggests only a 
restricted rise in plant-equipment outlays. ® Some 
other indicators have flattened out, including dur- 
able-goods new orders, average factory hours 
worked, and sensitive commodity prices. Indeed, the 
latter have eased recently. 

& There is increasing comment on unsatisfactory 
business margins. Thus, the November letter of the 
First National City Bank remarks: “There is deep 
concern in the business community with the diffi- 
culties of meeting constantly increasing employment 
costs at a time when competitive conditions deny 
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the 
earnings 
showing, as we did here a fortnight ago, it adds that 


price adjustments to cover 
to the third-quarter 


opportunities for 
costs.” Referring 


the “latest figures confirm that the profits squeeze 
is on with a vengeance.” Top officers of many com- 
panies are stressing the same point. 


The Supply Of Shares 


It is true that the average investor remains more 
inclined to hold or buy stocks than to sell, and that 
this tends to limit the supply of shares for sale. 
But that is far from the whole story. As is always 
so at advanced market levels, there is a sharp in- 
crease in new stock offerings and insiders’ second- 
ary distributions. Much of this is over the counter, 
but in any event it absorbs cash and puts a brake on 
the listed markets. This will be a record year for 
stock offerings. Underwritten issues in ten months 
through October exceeded $2.6 billion, exclusive of 
the early-1961 A. T. & T. offering of $1 billion. 


In Sum 


We do not argue against some further market 
rise, looking to the year end. But it might be wise to 
remember 1955-1957 experience, when, after a 91% 
rise by the industrial average in two years to Sep- 
tember, 1955, it held in about a 10% range for 22 
months prior to the eventual 1957-1958 recession 
and 101-point fall. Keep your feet on the ground in 
portfolio management.—Monday, November 13. 


219 








pHEPEA, K RODEAE 
KOMMYRNIWA! 





THE CONCLAVE IN MOSCOW 


As Realization of “Paradise” 
Is Post poned Another Twenty Years 
By NORMAN A. BAILEY 


> How a feeble state became an omnipotent dictatorship as a result of 
misguided Western Liberalism and blindness 

» Where, despite the moon and rocket shots, Russia remains a weak 
agrarian country—what's the answer? 

> The 40-year illusion of peaceful co-existence using economic warfare as a 


Bee 


and the whole problem of Soviet-Western trade under those 


long term credits demanded — but never to be repaid 


ORE than 4000 delegates, representing the 

communist parties of 84 countries and terri- 
tories, met on October 17th in a brand new marble 
auditorium in the Kremlin and listened to Nikita 
Khrushchev, dictator of the Soviet Union, orate for 
more than six hours on the state of the world as 
seen through communist eyes. He did not need to 
tell the delegates that they were doing well. The 
very nature of the meeting, the number of delegates 
and the world-wide constituency which they repre- 
sented was enough evidence of that without the 
necessity for verbal assurance. 


The Feeble Beginnings of the Communist State 


Forty-four years ago a small group of bolsheviks 
took power in Russia from a vacillating and en- 
feebled provisional government. They were imme- 
diately challenged from the north, the south, and 
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east and the west by the forces of neighboring coun- 
tries and by White Russian elements within Russia. 
The Western allies, crippled by the blind hatred of 
imperial Germany which had been instilled in their 
peoples in order to prosecute the First World War, 
let the forces opposing bolshevism be defeated one 
by one, with only the feeblest assistance offered. 
Three years after the revolution Russia was firmly 
in the hands of the bolsheviks, and they had begun 
to spread their tentacles abroad. The first meeting 
of the Communist International, also held in Mos- 
cow, from March 2-6, 1919, is described by George 
Kennan in the following terms: “It was a rather 
pathetic affair, attended by only thirty-five persons, 
of whom all but a handful were at that time actually 
resident in Russia. Most of them had been hand- 
picked by the Russian Central Committee from the 
Communists among the international minority 
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groups of the old Russian Empire, some of which 
had now gained nominal independence. Only five 
representatives, coming respectively from Germany, 
Austria, Norway, Sweden, and Holland, arrived from 
abroad. .. . An organization was now in existence; 
a nucleus had been created around which could be 
grouped world-wide opposition to the Second Inter- 
national.” (Russia and the West under Lenin and 
Stalin.) 

In less than half a century the communist world 
movement has grown from these thirty-five persons 
representing five or six nations and meeting in the 
capital city of a ruined and chaotic country to 
thousands meeting in concrete and marble splendor 
in the capital of the country which put the first 
satellite into space, landed the first rocket on the 
moon and orbited the first man around the earth— 
a country which is the center, as it was then, of a 
conspiracy, openly and proudly proclaimed, having 
as its aim the destruction of human liberty through- 
out the world and the substitution of the omnipotent 
state for individual initiative. 

A Strange Recruit to the Freedom-Loving Powers 


Born in chaos, allowed to live by a West too 
drugged by its own illusions to “strangle the baby 
in its cradle,” as Churchill would have done, fed 
with the fruits of Western capitalism through mis- 
guided Western “humanitarian” aid to a starving 
and resentful populace, growing strong on capitalism 
(during the period of the “New Economic Policy”), 
and then turning upon its benefactors with fangs 
bared, and upon its own people with unheard-of 
bestiality and cruelty, the communist state went on 
to the slaughter of five million kulaks, while untold 
others perished in the dungeons and torture cham- 
bers of Lubyanka Prison and other places of 
incarceration for “class enemies,” “right devia- 
tionists,” “social fascists,” and “wreckers,” in a 
systematic exhibititon of Saturn eating his own 
children. 

After all this and the spec- 
tacle of the most crass and 


stupidity of the Germans in graphically demonstrat- 
ing to the people of the Baltic states, the Ukraine, 
and White Russia that they had simply changed 
one brutal master for another. 


Liberals’ Self-Deception as to Essential 
Nature of Communism 


Before the Second World War, communism con- 
trolled perhaps 180,000,000 people, and was confined 
to Russia and its original satellite Outer Mongolia 
(just honored with a United Nations seat). Fifteen 
years after the war hailed as a crusade against 
totalitarianism, communism now encompasses one 
third of the peoples of the globe and is rapidly and 
successfully swallowing one nation after another on 
the periphery of its empire. Despite this display, 
and notwithstanding the fact that neither the com- 
munists in general nor Nikita (“we-will-bury-you” ) 
Khrushchev have ever tried to hide their intention 
to take over the entire world, the Western “liberals” 
have persisted in seeing freedom where there is 
only tyranny, progress where there is only reaction, 
and “historical Russian imperialism” where there is 
the fanatical drive of ideological conflict. 

Periodically we are told that Russia is changing, 
that a new middle class is growing up, that the 
regime is softening, that the ideological drive is 
being blunted, that the Russians are getting soft, 
and that the good life will cause them to change 
slowly into a democratic nation. This view, of course, 
completely ignores the fact that democratic develop- 
ment is practically impossible in Russia for the 
simple reason that the state is the proprietor of 
the nation’s entire wealth. Accordingly, the indi- 
vidual Russian has no protection and no personal 
power of any kind to pit against the state. The 
“liberals” cannot see this because they are them- 
selves the protagonists of very similar develop- 
ments in the Western countries, in the name of 
“humanitarianism” and “progress.” 





cynical deals with Adolf Hitler 
for the division of the world 
between the tyranny of Nazism 
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Actually, Russia’s deal with Coal 
Hitler was terminated only — 


when the German dictator sent 
his troops across the border 
after rejecting Russian de- 
mands for a free hand in the 
Baltic, the Balkans and the 
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PRODUCTION IN THE U.S.S.R. FOR 1960 


Commodity Quantity Unit 






CONSUMER DURABLES 





Thousand 






Washing machines 











Television sets 1.7. Million 
Refrigerators 529 Thousand 
Motorcycles * 500 x4 
Sewing machines 3.1. Million 
Furniture 1.1 Billion rubles 
Wireless receivers 4.2. Million 
Watches and clocks 26 Million 
Footwear (leather) 418 Million pairs 
4.9 Million 






Bicycles * 





TEXTILES AND FOOD 











Dairy products 10 Mil. metric tons 
Silk fabrics 676 Mil. sq. meters 
Canned foods 4.8 Million cans 
Meat 4.4 Mil. metric tons 
Linen fabrics 516 Mil. sq. meters 
Sugar 6.4 Mil. metric tons 
Soap 1.5. Mil. metric tons 
Butter 848 Thou. metric tons 
Woolen fabrics 439 Mil. sq. meters 
Vegetable oils 1.5 Mil. metric tons 
Cotton fabrics 4.8 Bil. sq. meters 







MACHINERY AND TRANSPORTATION 
238.5 Thousand 









Tractors 

Locomotives 1,699 Number 
Passenger cars 139 Thousand 
Weaving looms 16.4 = 

Machine tools 154 ” 
Metalurgical equip. 218 Thou. metric tons 
Trucks and buses 385 Thousand 
Electric Motors * 18.1 Thousand 
Spinning machinery * 2,328 Number 






Combine harvesters 58.9 Thousand 
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Bil. cubic meters 







Natural gas 47 







Cement 45.5 Mil. metric tons 
Crude petroleum 148 Mil. metric tons 
Electricity 292 Billion kwh. 
Building bricks 34 Billion 

Coal 513 Mil. metric tons 







247 Mil. cubic meters 





Lumber deliveries 








OTHER PRODUCTION 







Tires 17.2. Million 

Mineral fertilizers 13.8 Mil. metric tons 
Sulphuric acid 5.4 Mil. metric tons 
Pig iron . 46.8 Mil. metric tons 
Steel 65.3 Mil. metric tons 
Paper 2.4 Mil. metric tons 
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Today—Communist Tactics and Strategy Flexible; 
Dogma Unswerving 


Was there anything in the proceedings of the 
recent Moscow meeting to indicate any basic or 
even superficial change in either the internal regime 
of communism or in its attitudes towards the out- 
side world? First let us dispose of the often-heard 
argument that Khrushchev represents a movement 
within communism dedicated to “peaceful co-exist- 
ence,” and thus must be supported as against China, 
which represents the bad old Stalinist days (not 
considered so bad when “Uncle Joe” was our 
“friend” and “ally”). Communist theory states that 
tactics may be changed often, and indeed should be, 
to keep the enemy off guard; that even strategy 
may be changed as often as is deemed necessary; 
but that dogma never changes, and is always the 
underlying justification for changes in strategy and 
tactics. 

The present issue between Khrushchev and Mao- 
Tse-Tung is about tactics and strategy, not about 
dogma—the goal is the same, only the means ad- 
vocated differ for the time being. This, of course, 
may be, as it often has been, sufficient grounds for 
the purge of one element or another in the com- 
munist ranks, but it is no grounds for optimism in 
the West. To quote Kennan again, speaking of the 
earliest years of the Bolshevik regime: “There 
was thus established, at this early date, that am- 
biguity and contradictoriness of Soviet policy which 
has endured to the present day: the combination of 
the doctrine of co-existence—the claim, that is, to 
the right to have normal outward relations with 
capitalist countries — with the most determined 
effort behind the scenes to destrov the Western gov- 
ernments and the social and political systems sup- 
porting them.” 


Despite Rocket Shots, Russia Remains 
An Agrarian Country 


From the economic standpoint, all of Khrushchev’s 
ranting, all his waving of stalks of corn at the con- 
ference, and all his insults directed at his erstwhile 
American hosts, could not hide the fact that despite 
the virgin lands program, the abolishment of the 
machine tractor stations, and the moon and rocket 
shots, Russia is still predominantly an agricultural 
nation, in which the collective farmers will not work 
or increase their productivity to anywhere near the 
level deemed necessary by their masters. 

None of the satellites has yet taken the measures 
against its peasants that Stalin feund necessary to 
adopt in Russia, and thus none of the satellites is 
completely collectivized as yet. Indeed, in some of 
the East European countries the process of collec- 
tivization has even suffered setbacks, and there are 
actually fewer collectives now than there were 
some years ago. The instinct to private property and 
the protection of individual liberty it brings with it, 
is one of the strongest in the human character; thus 
the communist masters are finding it very difficult 
to eradicate all traces of individual proprietorship 
by any but the most draconian, brutal and cruel 
means. 

If Russian agriculture is in a bad state, Chinese 
agriculture is even in worse condition, and it is esti- 
mated that in 1960-61 fourteen million Chinese died 
of starvation, without receiving aid from Russia. 
It is known that the (Please turn to page 258) 
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WHAT 
THIRD QUARTER 
Nw) EARNINGS REPORTS 
REVEAL 


— Looking to 1962 


By WARD GATES 


HE pattern of third quarter earnings, now that 

the reports of most important corporations have 
been released, shows no significant changes from the 
findings in the first section of this article, in the 
November 4 issue of the Magazine of Wall Street. 
In general, earnings are better than they were a 
year ago, but the improvement is far from striking. 
As a matter of fact, when it is remembered that the 
economy was deep in a recession a year ago and 
was ostensibly well on its way to recovery during 
the quarter just ended, the results are more disap- 
pointing than encouraging. 

This is especially true when the current crop o! 
earnings is viewed in relation to the second quarter 
of the present year rather than the third period 
of a year ago. In some instances, of course, there 
was no expectation of improvement over the spring 
of the year. The automobile industry is a case in 
point, where the lower earnings represent a purel) 
seasonal factor reflecting the industry’s normal per- 
formance during the model changeover period. 

Big Steel Results Require Careful Analysis 

To some extent, therefore, the failure of steel 
earnings to progress over the second quarter is un- 
derstandable, since the auto industry normally con- 
sumes about 20 percent of the steel industry’s 
output. But no allowances of this character can ade- 
quately explain the poor showing of giant U. S. Steel 
in the period just ended. As a matter of fact, the 
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Quarterly Income Comparison of Industrial Companies 








3rd Quarter 1961—. 





2nd Quarter 1961 


Ist Quarter 1961——. 3rd Quarter 1960-——— 























Net Net Net Net Net Net Net Net Net Net Net Net 

Sales Profit Per Sales Profit Per Sales Profit Per Sales Profit Per 

(Mil.) Margin Share (Mil.) Margin Share (Mil.) Margin Share (Mil.) Margin Share 
eR $55.8 5.5% $.70 $50.1 5.7% $.73 $48.4 5.0% 71 $55.8 7.2% $.94 
Aluminum Co. of America ....208.8 4.5 41 211.3 5.5 52 201.6 4.9 .36 214.5 3.9 37 
American Brake Shoe ........... 38.5 1.7 42 40.4 2.8 72 37.0 2.4 56 36.9 1.2 28 
Ramariomn Cae ...cerceccccccccsceseess 325.9 4.9 97 282.2 4.8 83 230.1 2.8 37 325.1 3.9 91 
Amer. Machine & Foundry ... 133.6 4.1 35 131.5 3.4 28 114.6 6.5 47 99.7 5.4 35 
American Tobacco ................ 336.5 5.5 1.36 327.4 5.2 1.26 299.0 5.0 1.11 322.6 5.2 1.24 
American Viscose 4.6 52 50.8 3.0 32 50.3 3.6 39 48.4 1.1 JW 
I TD cccnsctiinionsinnciceniaite d 6.1 98 226.3 6.1 94 187.5 4.9 .63 213.4 5.4 79 
Armstrong Cork 6.2 93 77.5 6.5 96 70.3 5.3 71 75.5 5.5 .80 
Atlantic Refining 7.9 1.07 134.2 5.0 71 156.4 95 1.61 131.4 7.9 1.12 
Babcock & Wilcox ............000+ 75.0 4.1 85 79.6 6.6 85 76.0 6.2 76 70.4 5.7 66 
Bethlehem Steel .............00000 522.0 6.5 71 516.2 5.0 54 433.4 1.8 14 503.0 2.4 .24 
Borg-Warner ........cccscssseessseeee 142.1 2.4 38 155.5 3.8 66 161.0 4.3 76 128.4 2.0 28 
Brunswick Corp. .......cccceeseees 169.8 13.4 1.30 91.6 8.9 48 52.1 5.4 41 152.4 12.1 1.07 
I a ncsncccecacchahianiaeetiiis ‘ 41.0 4.53 563.0 1.1 69 4315 45.0 42.45 634.1 2 15 
Cities Service 2.9 .64 230.8 3.9 86 263.8 5.5 1.37 227.4 3.4 73 
Clark Equipment .............0006 46.4 47 45 45.7 4.6 44 45.2 3.3 31 47.1 3.1 31 
Colgate-Palmolive ........:::s...« 157.2 3.9 75 154.8 3.1 67 149.5 3.3 60 151.0 4.0 73 
a 194.1 5.5 48 182.7 5.4 45 172.6 5.2 .82 177.6 5.2 43 
Corning Glass Works ............ 74.31 10.5 1.152 47.52 12.2 952 48.32 10.0 712 66.01 7.9 a7. 
Crown Zellerbach .................. 143.4 6.8 .70 142.2 6.9 .69 133.2 6.2 58 143.0 7.2 73 
Cutler Hammer 4.6 89 29.3 4.5 85 26.5 4.0 69 28.2 4.0 73 
ND TTI cccccsnesncsessecescnseneeae 53.8 2.9 31 67.5 49 65 53.3 2.8 31 55.5 2.3 .26 
Electric Storage Battery ........ 35.3 3.2 .68 35.7 3.0 64 35.9 3.7 78 38.0 3.5 81 
SIEDIIIN, ssinsuptsanateniniduialins 72.4 5.8 .68 67.7 5.2 55 46.5 1.1 01 73.0 6.5 78 
i 1,504.0 5.3 1.45 1,878.3 7.0 2.42 1,461.1 5.2 1.39 1,339.4 3.8 93 
General Amer. Transport ..... 59.5 6.1 64 68.1 5.8 70 59.5 7.3 77 60.0 7.4 82 
General Motors .................. 1,968.1 44 .30 3,088.3 8.1 .88 2,723.6 6.8 .65 2,201.0 4.4 .30 
Georgia-Pacific Corp. ........... 61.6 6.0 $8 59.0 7.3 .68 48.4 6.8 .52 57.7 5.4 .63 
Goodyear Tire & R. ..............371.1 5.1 .56 380.5 6.0 .68 345.6 44 45 368.7 4.1 45 
| ee, N.A. 77 783.1 9.4 72 831.2 11.4 92 763.5 10.7 82 
eee 187.8 7.6 81 190.3 7.0 77 160.9 5.0 46 166.6 3.0 28 
Johnson & Johnson ................ 87.1 6.2 92 81.5 5.0 69 79.7 4.5 70 79.0 6.3 85 
Kennecott Copper .................. 113.1 10.1 1.04 138.8 14.5 1.82 117.6 13.7 1.46 131.3 15.3 1.82 
Lehigh Portland Cement ....... 27.7 8.6 56 23.0 7.6 41 12.5 47.5 4.22 30.3 10.0 72 
8 3.2 .61 36.7 3.0 .62 33.6 2.7 48 36.2 3.3 .63 
Lockheed Aircraft ................. 316.2 2.3 -96 342.8 1.4 .65 336.3 12.1 59 305.2 1.7 74 
SEE BGG. ivcttscsenvinnsesiccesvense 57.6 12.0 .64 57.8 10.7 .57 54.9 11.2 .57 55.7 12.6 .65 
N.A.—Not available. d——Deficit. 1_16 weeks. 2—12 weeks. 








company’s poor record in relation to both the second 
quarter and last year’s third quarter is a mystery 
that can be illuminated only by digging deep into 
the company’s financial report. 

In the quarter recently ended, U. S. Steel report- 
ed net income equal to 84¢ a share, compared to 98¢ 
in the previous three months and 85¢ in the third 
quarter of 1960. Worse, since sales were $861 mil- 
lion this year against only $785 million a year ago, 
the company obviously suffered a sharp setback in 
profit margins. 

On closer examination, it is true that some com- 
forting aspects can be found. First of all, earnings in 
the third quarter of last year were inflated when the 
company decided it had charged too much to de- 
preciation in the first two quarters of 1960, and 
decided to redress the situation at that time. This 
added 25¢ a share to earnings in last year’s third 
quarter that really belonged to the first half of the 
year. Some other factors also affected the validity 
of the comparison. 

The depreciation account is again responsible for 
some puzzlements in the latest report. Net income 
is given as $51.7 million for the period, after income 
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taxes of $44 million. But $44 million is 52% (the 
normal tax rate) of $84 million. Hence, if the com- 
pany had been taxed at the usual rate, net income 
should only have been $40 million. Obviously some- 
thing lowered the tax bite in the latest report. The 
depreciation figures provide at least part of the 
answer to this apparent discrepancy. The company 
had obviously underdepreciated in the poor quar- 
ters during the first half and is now throwing the 
figures into the latter quarters of the year. Depre- 
ciation was $58 million compared to only $34 million 
a year ago and $7.8 million in the same quarter of 
1959. But since total depreciation for the year is 
still only $151 million vs. $166 million in the first 
nine months of last year, fourth quarter results 
will ~_ suffer a big jolt from this non-cash adjust- 
ment. 

This somewhat painful detail has seemed neces- 
sary in order to point out that even as supposedly 
simple a thing as a corporate income statement is 
far from an ideal device for determining basic cor- 
porate profitability. Although the variations just 
cited in Steel’s figures are well within the normal 
bounds of managerial prerogative, they do make 
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Quarterly Income Comparison of Industrial Companies—(Continued) 














3rd Quarter 1960— 











———3rd Quarter 1961——— 2nd Quarter 1961———_—————Ist Quarter 1961-————- - 
Net Net Net Net Net Net Net Net Net Net Net Net 
Sales Profit Per Sales Profit Per Sales Profit Per Sales Profit Per 
(Mil.) Margin Share (Mil.) Margin Share (Mil.) Margin Share (Mil.) Margin Share 
National Biscuit ................. $119.1 5.2% .87 $118.0 5.4% $.94 114.0 5.3% $.88 $113.1 6.0% $.94 
National Cash Reg. ..............- 122.9 43 .67 126.8 3.4 55 112.0 3.3 47 110.0 4.1 58 
National Dairy Products ....... 455.2 2.7 89 444.6 2.9 92 440.9 2.4 74 416.9 2.9 .88 
National Dist. & Chem. ......... 182.1 2.9 39 191.6 4.5 66 136.7 3.5 42 177.8 3.0 .40 
National Lead ........................ 131.4 10.3 1.12 133.2 9.8 1.07 114.5 8.2 77 131.5 9.3 1.00 
BIT SII cccccnsninssconnennnd 175.5 4.0 -92 167.2 6.1 1.35 136.7 4.2 77 163.4/ 43 1.06 
Olin Mathieson Chem. .......... 179.8 3.5 .50 189.7 48 72 159.9 3.1 38 179.4 43 58 
Owens-Corning Fibreglass ..... 59.0 6.9 61 56.1 6.1 52 48.0 4.1 31 55.5 6.6 55 
Owens-Illinois Glass ............. 154.2 5.1 96 142.6 5.4 95 143.2 6.1 1.09 151.5 5.7 .%6 
Penn-Dixie Cement ................ 18.0 12.3 80 15.3 11.4 .63 7.2 4 01 20.0 13.1 95 
Pfizer (Chas.) & Co. .............. 69.7 9.3 39 70.8 9.8 42 72.1 10.4 45 64.8 9.0 35 
IIIT sncccucnisisninnsmneniansii 133.9 4.3 1.50 134.6 4.2 1.49 123.8 3.8 1.21 128.7 44 1.48 
I III iscnteiscsninnenisigpnl 76.7 10.6 88 86.7 13.5 1.16 72.5 12.5 87 73.4 12.1 96 
Phillips Petroleum .................. 302.5 8.4 74 303.1 9.0 .80 304.1 9.0 80 299.2 9.0 79 
Pittsburgh Plate Glass .......... 155.3 6.5 99 154.8 6.1 93 129.0 2.7 35 158.2 7.8 1.20 
Procter & Gamble ................. N.A. N.A. .80 N.A. N.A. 51 N.A. N.A. 65 N.A. N.A, 79 
EE Eee —- S25 1.4 .26 89.0 1.4 29 99.8 2.1 46 96.9 2.9 .63 
Radio Corp. of Amer. ........... 368.3 16 .33 360.1 1.5 .29 361.7 3.3 68 354.0 1.7 33 
Republic Aviation .................. 84.5 2.7 1.60 86.5 2.9 1.74 85.7 3.1 1.87 47.6 1.5 51 
Rexall Drug & Chem. ............ 69.9 3.9 64 59.8 3.5 50 58.7 3.4 48 66.3 4.1 68 
Reynolds Metals ...................+ 123.4 5.1 32 115.7 5.1 .30 108.9 4.8 25 113.9 5.1 29 
Socony-Mobil Oil ................... N.A. N.A. 1.09 909.7 5.3 1.01 917.8 6.5 1.23 N.A. N.A. 1.08 
Standard Brands .................... 148.7 3.1 .68 151.0 2.8 64 150.3 3.1 69 129.6 3.2 62 
Standard Oil of Collf. .......... 536.1 12.8 1.09 493.5 14.2 1.12 459.1 14.3 1.04 515.6 14.8 1.12 
Standard Oil of N. J. ........ 2,418.0 7.6 85 2,202.0 8.7 89 2,286.0 8.4 89 2,263.0 8.2 86 
Stauffer Chemical ................. 57.1 7.3 44 62.7 9.0 61 55.9 6.4 40 56.7 8.7 .52 
Sterling Drug .......... 56.5 11.7 83 56.0 8.4 59 52.1 8.5 56 53.4 11g 80 
eC N.A. N.A. 89 745.8 12.1 73 760.8 14,1 87 695.4 14.0 84 
Texas Instruments .......... . 52.0 1.3 17 60.8 4.2 65 58.9 6.3 95 54.1 6.6 91 
Thompson Wooldridge Ramo 100.4 1.7 50 104.1 5 5 96.7 1.4 44 94.8 19 55 
Union Carbide .....ccccccc..-397.0 8.8 1.16 383.1 9.3 1.18 3643 (9.2 1.12 3858 93 1.20 
Union Oil of Calif. ................138.4 75 1.21 137.6 5.5 87 127.8 7.1 1.05 139.6 7.4 1.21 
IED vecicncceceestine Se 14.0 1.32 72.2 13.9 1.23 55.9 11.9 81 76.0 14.0 1.31 
OE ND ciccicincsstoinene --» 236.0 2.7 .87 254.5 3.3 1.25 219.5 2.3 .68 229.5 3.0 99 
fi en .. 861.3 6.0 84 869.1 6.7 98 708.7 45 47 785.2 6.6 85 
Warner-Lambert Pharm. . $3.2 8.9 89 49.8 7.9 75 48.1 7.5 .68 51.1 8.5 82 
Westinghouse Electric . .. 467.1 1.1 14 482.2 2.1 .29 436.1 2.0 25 503.3 4.0 57 
Zenith Radio .. 71.0 6.3 1.51 52.7 3.6 .65 63.9 5.4 1.16 65.6 5.0 1.10 
N.A.—Not available. d —Deficit. 1_16 weeks. 212 weeks. 








confusing reading for investors. 


Bethlehem Again Covers Its Dividend, After a Lapse 


By contrast, Bethlehem Steel, which reported its 
earnings in the usual manner, showed earnings in 
line with other steel companies. Sales jumped above 
their level of a year ago and net income expanded 
sharply to 71¢ a share from only 24¢. Bethlehem, in 
fact, earned more in the third quarter than in the 
second, covering its dividend for the first time in 
several quarters. 

Other major steel companies had experiences sim- 
ilar to Bethlehem’s. Inland earned 81¢ compared to 
only 28¢ a year ago and 77¢ in the second quarter. 
Armco Steel also registered a modest improvement, 
raising its third quarter earnings to 98¢ from 79¢ 
a year ago and 94¢ three months earlier. 


Westinghouse Electric, Jersey Standard, Phillips Pete, RCA 


In other industries, major companies generally re- 
ported better earnings but there were exceptions too 
important to disregard. Westinghouse Electric saw 
its sales decline both from a year ago and from the 
three previous months; the unpleasant consequence 
NOVEMBER 
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was a sharp earnings decline. Profits came to a mere 
14¢ a share against 57¢ last year and 29¢ in the 
second quarter of 1961. The failure of appliance 
sales to pick up (subsequent to the end of the quar- 
ter they have done so) and probably the disruptions 
still persisting in some markets from the price-fix- 
ing charges all contributed to the poor showing. 
Better business now being reported indicates, how- 
ever, that Westinghouse will probably recover some 
of its lost ground. 

Standard Oil of New Jersey also failed to make 
any real progress, although some comfort can be 
found in the highly stable earnings the company has 
been reporting, which enabled directors to raise the 
quarterly dividend by 5¢ a share. A year ago third 
quarter results were 86¢ a share. This year they 
were 85¢, and the latest figure was also remarkably 
consistent with the 89¢ a share earned in each of 
the two preceding quarters. 

In part, Jersey’s earnings are benefitting from 
reduced exploration and development costs, but 
greater efficiency of operation is also responsible for 
the steady level of earnings. 

Phillips Petroleum slipped slightly in the earnings 
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column, scoring 74¢ a share against 79¢ a year ago 
and 80¢ in each of the first two quarters this year. 
In the light of the massive price war in the Midwest 
this summer these results were not bad, and by the 
fourth quarter recovery should be under way. 

Radio Corporation of America, another closely 
watched giant, managed to equal last year’s results 
at 33¢ a share, but profit margins slipped slightly. 
There was improvement, however, over the 29¢ a 
share the company reported in the disappointing 
second quarter, lending hope that real betterment 
will still show up in the last period. RCA has been 
suffering from low profit margins for a long time as 
a result of its heavy development costs in computer 
technology and the missionary work it has done in 
color television. Recent indications point to real 
progress in color, however, with Zenith and a few 
other major companies already going into production 
of color sets. Hence, RCA may be finally coming out 
of the woods. 


More Severe Slippage in Some Industries 


Although the general tenor of earnings is for 
slight improvement over a year ago, a few indus- 
tries reported fairly drastic setbacks. Railway equip- 
ment, for example, has been particularly laggard as 
most of the carriers have held off expenditures 
hoping for government assistance. Pullman, there- 
fore, was particularly hard hit despite its consider- 
able diversification. Sales dropped to $82 million 
from $97 million a year ago, essentially because of 
lower rail equipment shipments. Earnings plum- 
meted to well below dividend requirements, coming 
to only 26¢ a share against 63¢ in the same period 
of 1960. Although profit margins were better than 
in the second quarter, reduced business still brought 
net below the 29¢ a share earned at that time. 

Building trades were also delinquent in the third 
quarter. The sad combination of less active building 
plus lower product prices hit some of the materials 
companies hard, although others weathered the diffi- 
culties with ease. Georgia-Pacific’s sales held up 
above complaint, but lower prices and a higher tax 
bite nevertheless dropped net income to 55¢ a share 
from 63¢ a year ago. The company also had higher 
than usual costs in its timbering operation. In ef- 
fect, Georgia cut high cost timber instead of low 
cost stands, expecting market conditions to be better 
than turned out to be the case. The inevitable result 
was smaller margins 

U. S. Gypsum, on the other hand, benefitting from 
a good product mix, managed to stay abreast of last 
vear’s figures although with little improvement. 
Profits improved substantially over the first and sec- 
ond quarters of this year, however, indicating a good 
year for the roofing and siding manufacturer. 

Flintkote, another major producer of roofing and 
other building materials, was less fortunate. The 
decline in housing starts and the advent of a reces- 
sion smack in the middle of the best home repair 
season cut sales well below last year. Earnings fell 
even faster, and the company reported 68¢ a share 
compared to 78¢ a year ago. 


Coppers Also Hit 


The automobile shutdown, and the uncertainties 
created by the threat of major auto strikes also had 
an impact on the nation’s copper companies. Kenne- 
cott, the most efficient domestic producer, slipped to 
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its lowest quarterly earnings this year. Earnings 
were reported at $1.04 a share, down substantially 
from last year’s $1.82. Profit margins dropped 
sharply for Kennecott since labor costs rose again 
despite the decline sales. 

Phelps Dodge, the second largest domestic com- 
pany, had similar problems, although its sales were 
higher than a year ago. Net income still suffered 
from sticky prices and higher wage costs. Per share 
earnings fell to 88¢ from 96¢ a year earlier. The 
drop from the second quarter, when profits were an 
attractive $1.16 per share, was even bigger. 

For both Kennecott and Phelps Dodge, however, 
the balance of the year should be better. Auto pro- 
duction is now in full swing and copper prices have 
firmed. Hence, dividend requirements should be cov- 
ered, and the usual high payout maintained. 


Contrasting Results in Automotive Industry 


The important automotive industry, crucial to 
so many supplier and accessory groups, reported 
sharply contrasting results among its three leading 
members. Generally, the third quarter is a sparse 
earnings period for this group because of the pre- 
changeover shutdowns. Wildcat strikes also afflicted 
the auto makers this year. In the light of this back- 
ground actual results, although they average out to 
a more or less negative picture, provided some 
grounds for encouragement. 

Chrysler, to be sure, was submerged into a deficit 
during the recent third quarter, as contrasted with 
a profit of 15¢ a share a year ago. This can be at- 
tributed, however, primarily to its earlier shutdown 
rather than to a basic decline in its market position. 
General Motors, despite substantially lower sales, 
managed to equal last year’s 30¢ per share net, a 
favorable performance under the circumstances. The 
sharp decline from the 88¢ a share earned in the 
second quarter has no particular significance and 
should not be taken as a preview of fourth quarter 
results. 

But it was Ford whose performance really pro- 
vided a bright ray for the industry, and even for 
business in general in this period of vaguely dis- 
appointing results. On a sales advance of about 12% 
in the September quarter Ford’s earnings leaped to 
$1.45 a share from 93¢ a year earlier. Again, the 
decline here from the June quarter’s $2.42 a share 
reflected seasonal influences and should not be given 
particular weight. Although for the full nine months 
sales are still lagging last year’s level, the profit 
margin has now moved fractionally ahead, and the 
results just cited must be regarded as giving a very 
favorable prognosis for the future. 

Auto Accessories Make Progress — With Difficulty 


Most of the companies dependent upon the auto- 
mobile manufacturers had some difficulty in making 
progress during the third quarter, although some 
favorable aspects could be found in the results of 
most of them. Goodyear Tire & Rubber managed to 
eke out an advance over last year’s figures, but the 
56¢ per share earnings just reported were well be- 
low the second quarter. The better showing against 
last year does indicate further progress by the 
company in cutting down the overall importance of 
original equipment business with the car makers, 
and building up replacement tire outlets. 

Such a transformation (Please turn to page 264) 
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THE 12 BILLION DOLLAR 
ADVERTISING BUDGET 


—Is it a key to Profits? 


By P. V. FELSENFEST 


— A Four-Year Comparison and Appraisal of 
Ad vertising Expenditures — Sales — Cost Per Share — And Earnings 


HILE advertising expenditures of most lead- 

ing American corporations have displayed a 
continual and consistent up-trend on a longer term 
basis, there has been considerable variation in year 
to year budgets of individual companies, dictated 
in part by industry conditions, new product develop- 
ments and managerial shifts. The effectiveness of 
these expenditures has also exhibited significant 
diversity with no clear-cut relationship existing be- 
tween the amount spent on advertising and the 
return on these dollars as translated into resultant 
sales and earnings. Advertising policies, of course, 
are only one of many factors which contribute to 
a particular corporation’s financial success or failure, 
but in many instances it is an all important one. 
This is especially true in the case of non-differenti- 
ated competitive products, with advertising bearing 
the burden of creating a distinction within the mind 
1961 
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of the consumer. In other instances where product 
differences are more readily evident, advertising 
serves a lesser role of directing attention to the 
product, and highlighting its distinctive qualities. 
Hence, the manner in which a particular company 
handles its advertising expenditures within the mar- 
keting climate of the industry in which it operates 
is an important consideration for the potential in- 
vestor in determining the likelihood of future sales 
and earnings growth coming up to expectations. 
The following analysis, based on the accompany- 
ing five year records of fi\ancial results and adver- 
tising expenditures of twenty-four manufacturing 
concerns, operating within nine different industries, 
demonstrates this principle. As the automotive man- 
ufacturers spend more for advertising than any other 
industry group, the factors governing these expen- 
ditures and their effectiveness is worthy of scrutiny. 
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Autos: Expenditures Hinge on 
Economy 


Being “Big Ticket” items, au- 
tomobile purchases represent ex- 
penditures which the consumer 
can delay during periods of eco- 
nomic distress. Thus, sales of the 
automotive manufacturers more 
closely reflect changes in the gen- 
eral economic environment than 
is the case with non-durable con- 
sumer items. Aware of this, each 
of the “Big Three” has attempted 
to adjust its advertising budget 
to a fairly constant desired per- 
centage of sales and earnings, 
and has revised its budget in line 
with this philosophy as the char- 
acteristics of each sales year have 
evolved. As the accompanying 
tables indicate, all three missed 
the mark in 1958 through a fail- 
ure fully to anticipate the indus- 
try-wide drop in sales which 
occurred that year. In general, 
however, each company appears 
to have arrived at a level of ex- 
penditure deemed appropriate to 
its particular marketing mix and 
position within the industry. 

Thus we see Chrysler, with 
sales less than one-fourth those 
of General Motors, required to 
budget advertising as a percent- 
age of sales at a rate 50% higher 
than that of General Motors, in 
order to prevent the industry’s 
“Big Three” from becoming the 
“Big Two” in the eyes of the 
consuming public. This higher 
relative rate of expenditure, to- 
taling in excess of $6.00 per share 
year in and year out, is no doubt 
one of the important influences 
which have restrained Chrysler’s 
profit margins in recent years. 
But while a_ reduction in _ its 
budget relative to sales to a level 
more in line with that of its 
competitors could create a sub- 
stantial breakout in Chrysler’s 
earnings, such prosperity would 
be short-lived, as future sales 
would probably decline as a result 
of this slackening of promotional 
effort. It remains to be seen 
whether the company’s new man- 
agement can find a more effective 
way of utilizing available adver- 
tising dollars to perhaps increase 
their return in terms of revenues 
per dollar of advertising expen- 
ditures. 

The automotive market is no- 
toriously a fickle field in which 
styling and design innovations 
frequently capture the public’s 
fancy, skyrocketing a particular 
manufacturer to a period of un- 
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4 Year Record of Leading Advertisers 

























Estimated A | National Total 
Total Total % of Advertise Advert. Net 
Sales Advert. Total Adv. ing Cost Earnings 
ee Expend. Expendit. ad Per Per 
—————(Millions}———- To Salles (Mil.) Share + Share t 








3 AUTOMOTIVES: 
GENERAL MOTORS 







ee $12,736.0 $168.5 1.3% $122.2 $.59 $3.35 
we 11,233.0 155.0 1.3 106.5 54 3.05 
eee |©=9,521.9 137.5 1.5 92.4 48 2.21 

suicianennetcetitioncietnie 10,989.8 1.3 







5,280.9 
6,839.3 








3,007.0 
2,642.9 60.8 2.3 44.2 
2,165.3 













COSMETICS: 








HELENE CURTIS INDUSTRIES 
WED snccccccnsemeesessnncenes 54.0 10.5 19.4 6.3 5.26 1.58 
ET nscevennctndlinsesnentions 48.0 10.0 20.8 6.5 5.00 1.24 
RTD saveinnieiasanveeenansees 47.3 9.0 19.0 6.3 4.45 94 






snapnnenoesinnecnenenene 48.8 





DETERGENTS: 
COLGATE-PALMOLIVE CO. 








1,156.3 












3 DISTILLERS: 

DISTILLERS CORP. SEAGRAMS 
nee 768.2 35.0 46 26.9 4.01 3.25 
PNET svcssaviectemnsencesven 731.3 37.0 5.0 28.3 4.24 3.11 
a 704.5 34.0 4.8 25.8 3.89 2.94 
hae Tee 746.3 32.0 4.2 23.5 3.67 2.91 

NATIONAL DIST. & CHEM. 
fo 580.1 17.9 3.1 15.0 1.76 1.81 
ST wenhnngsieoitinnbtsonssens 578.3 18.4 3.1 15.9 1.81 2.43 
IED avceuntunidiiesduntnian 575.5 20.1 3.8 14.0 1.97 1.83 






elieeintanedsiininiancinenan 524.3 








iieccindaenniiibainiceiieiete 381.5 
1959 460.5 25.8 5.6 12.8 4.36 3.07 
497.5 29.8 6.0 13.8 5.04 2.95 
469.9 











Gabocseercconnonseeenseeee 446.5 65.0 14.6 54.8 . 
UT Siscicenieinsiesinswienaen 420.8 62.0 14.7 51.5 2.67 2.02 
een 374.9 60.0 16.0 38.6 2.58 1.84 
sieateaeaneabeeiannneans 347.2 45.0 13.2 28.5 




















146.7 40.0 27.3 29.1 
131.4 38.0 28.9 26.4 7.36 1.70 
113.8 31.0 27.2 27.0 6.00 1.46 
106.8 25.0 23.5 23.1 


















*—Includes national space and network time in 7 media. 
d—Deficit. 
+—Adjusted for capitalization changes. 








NOTE: Advertising figures obtained from Advertising Age and Printers Ink. 
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usual success, as was the experi- 
ence of Chrysler’s “Forward 
Look” in the mid-fifties. 

As the pattern of the 1962 auto 





4 Year Record of Leading Advertisers —({Continued) 
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Estimated 
Total Total % of Advertis- Advert. Net year reveals itself, it is becoming 
— ee ee 6! —— Gm apparent that more separate lines 
. Expend. Expendit. ° Per Per : A 
—{Millions)——- To Sales (Mil.) Share + Share j and models are being offered than 
—— - ever before. While this diversity 
4 DRUGS — (Continued) of offerings is aimed at stopping 
RICHARDSON-MERRELL, INC. (VICK) foreign encroachment on the do- 
ee ae —=— SS SS lUmlCU mestic scene, as well as repre- 
I cneiesin 107.0 10.0 9.3 4.8 2.24 1.89 senting a step-up in the tradi- 
ST 94.8 8.0 8.4 3.2 1.79 1.47 tional intramural warfare, the 
STERLING DRUG expense of introducing so many 
Se 218.5 28.2 12.9 21.7 3.55 2.80 new models in terms of both tool- 
eee 209.4 27.5 13.1 21.0 3.46 aes ing and advertising budgets may 
ad ne ae a ie a 2 2% raise traditional advertising sales 
4 FOODS ratios higher, limiting 1962’s 
CORN PRODUCTS prospects for improved 1962 prof- 
1960. 691.3 25.0 3.6 15.5 1.14 1.75 its even if the volume of units 
1959 ...... 676.3 22.0 3.2 15.0 1.00 1.52 sold increases to the extent gen- 
see oat 649.9 22.0 3.3 14.6 1.00 1.50 erally forecast. 
ns os = ae — - —_ Capital goods manufacturers 
GENERAL FOODS : 
1960 ... 1,160.1 110.0 95 65.0 4.43 2.69 generally do not have the flexi- 
1959 .... 1,087.0 103.0 9.5 60.3 4.38 2.48 bility to modify advertising out- 
1958 .... 1,053.0 96.0 9.1 52.7 3.87 2.21 lays to the same degree as others 
eee .... 906.8 78 saad sated 3.50 ead due to their generally lower profit 
—_ 537.8 35.5 6.2 29.9 4.97 1.46 margins which restrain the elas- 
1959 546.0 35.5 6.5 30.2 4.97 2.26 ticity of their expense items. 
1958 ..... 529.8 33.2 6.1 28.2 4.65 1.98 In the case of many heavy 
1957 . 527.7 25.5 4.8 20.7 3.57 1.63 goods manufacturers, such as 
NATIONAL DAIRY U. S. Steel, the lack of any direct 
— itt aed ms ed aed a 4 sales to the consuming | public 
1958 .. 1,548.3 38.5 27 21.4 2.73 3.27 limits the need for advertising as 
ES 1,432.3 38.6 2.6 21.3 2.73 3.18 a sales stimulant, thus removing 
2 SOFT DRINKS: the threat of increased advertis- 
COCA-COLA ing requirements as a potential 
1960 ........ 501.9 25.0 4.8 12.0 1.82 2.12 profit depressant. Hence direct 
oo je 9 o- bie 7 bet percentage relationships between 
1957 296.8 224 75 13.4 163 2 86 sales and advertising expenses 
PEPSI-COLA generally are maintained despite 
1960 157.6 16.0 10.4 10.2 2.46 2.18 varying economic circumstances. 
1959 157.7 15.0 9.5 8.8 2.31 2.17 This situation does not reduce 
1958 142.2 13.7 9.6 9.2 2.11 1.89 ' titi mentions , 
1957 .. 125.8 13.0 10.4 8.6 2.00 1.54 vege cod — the 
1 STEEL: i é 
— en _ , om ™ , Advertising: Its Importance to 
pte ; ; . 5.16 
1959 .... 3,598.0 12.0 3 9.3 22 4.25 Consumer Non-Durables 
1958 .... 3,438.6 10.8 3 8.5 .20 5.13 There is a broad range of prod- 
0967 ...... 4,376.2 9.8 2 7.3 18 7.33 ucts in everyday use, the dif- 
3 TOBACCOS: ferent brands of which Mrs. 
— 1,215.3 36.0 2.9 29.1 2.76 4.56 Housewife cannot readily citer. 
1959. 11613 40.0 3.4 315 3.07 461 entiate for herself and for which 
aS 1,105.1 42.0 3.8 32.0 3.23 4.28 advertising must play a key role 
EE adheibinneiie — 1,098.1 32.0 2.9 24.8 2.46 4.14 in establishing such differentia- 
LIGGETT & MYERS tion. Consider such familiar items 
1960 ........ ase 543.1 30.0 5.5 18.6 7.63 6.96 as detergents, cosmetics, tobac- 
1959 occ. 554.9 32.0 5.7 22.3 8.14 7.28 nf Solin Thi 
1958 oo... 556.0 27.0 4.9 17.6 6.87 7.60 cos and soft drinks. While the 
1957 ........ 570.3 25.0 43 17.3 6.36 6.85 innovator of a conceptually new 
R. J. REYNOLDS product within these fields has 
1960 ......... 1,418.2 50.0 3.5 34.2 1.25 2.61 an obvious head start in achiev- 
, a 49.0 3.8 33.8 1.22 2.23 ing leadership, within that given 
957 Yossi BOs ff Product category, it is primarily 
sonnei = - : — a through advertising that such 
**—Sales figures in some instances include consolidated foreign revenue. leadership will be maintained or 
*_ Includes national space and network time in 7 media. usu rped. 
d—Deficit. hens . : 
[Two examples may be cited. 


+—Adjusted for capitalization changes. 


NOTE: Advertising figures obtained from Advertising Age and Printers Ink. 


1961 


Procter & Gamble on the one 
hand, which began the detergent 
(Please turn to page 261) 
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FARM problem is at the most acute stage in the long 
history of Federal regulation and crop price sup- 
ports. Department of Agriculture officially denies 
this at the moment, but Capitol Hill staffers of 
House and Senate Agriculture Committees, as well 
as the Comptroller General, are prepared to move in 
with pretty strong evidence that the President’s 
feed grain program will cost—through direct pay- 
ments and the sale of stored grains at below market 
prices—far more than the $750 million set by the 


"Inside W 





WASHINGTON SEES: 


Forthcoming Russo-Finnish conferences on a 
“defensive alliance” against the Western powers, 
demanded by Khrushchev under terms of a treaty 
dating back some four or five years, will not 
prove particularly fruitful for Mr. K for a number 
of good reasons. 

Finland’s President Urho Kekkonen is fearless 
and a tough bargainer in his own right. Further, 
he has the complete support of his people, who 
are not necessarily cowed by Russia’s reckless dis- 
play of nuclear might, recalling that during World 
War Il, Finland fought the Russians to a near 
standstill, inflicting casualties in the ratio of about 
Zo t . 

Khrushchev will go into the conferences in a 
morally weakened position, in that Finland and 
the rest of the world — free, uncommitted and 
neutralist — see him as a bully flexing muscles of 
might, and not too well morally placed to get 
tough in the event that Finland stands firm. In 
Finland’s supporting background are the other 
North countries — Sweden, Denmark and Norway 
— morally and perhaps militarily. 

Recalled here is a previous terroristic tactic by 
Khrushchev that failed. In 1957, when Russia suc- 
cessfully hit targets with long-range ballistics mis- 
siles, he bore down on Turkey, Iran and Greece 
to the South, but failed to impress them with 
Russia’s power. Will he be able to do so under 





today’s conditions? 
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Administration when the measure was presented to 
the Congress. Also, increased soy bean acreage, 
coupled with too high a price support, is going to 
call for additional storage bins and storage costs. 


BERLIN stand of President Kennedy lacks needed 
support by our Western European allies, according 
to well-informed diplomatic, Congressional and 
private sources in close touch with those countries. 
This is main reason why the Administration makes 
little progress toward negotiations with Russia on 
West Berlin and West Germany. Plain fact is that 
some of the NATO countries—and some outside 
NATO—have a greater fear of a resurgent Germany 
than of an emergent Russia. Pointed to are the 
growth of German power (under Hitler) after 
World War I and West Germany’s “comeback” to an 
almost trebled industrial capacity since World War 
II. European leaders—including England and France 
—consider Germans more aggressive than present- 
day Russia. 


PENTAGON, although sure of itself in the disciplining 
of Gen. Edwin W. Walker, former commander of 
the 24th Division, for political activities and mem- 
bership in the controversial anti-communist John 
Birch Society, is privately admitting that the Gen- 
eral’s dramatic resignation, sacrifice of all retire- 
ment benefits, etc. has put Defense Secretary 
McNamara in the position of facing a hostile Con- 
gress early in the next Session. Further, Gen. 
Walker has aroused widespread public sympathy 
that is even now proving embarrassing. There is now 
no reasonable doubt that Congress will force Defense 
authorities to allow the military more leeway in poli- 
tical activities and to do less censoring of public 
addresses of the military in the fields of foreign 
affairs and politics. This, according to well-placed 
sources would be “Sunwise,” but fact remains that 
Congress, source of funds for Defense purposes, is 
in strong position to enforce its will, and is certain 
to support General Walker’s position. 
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Navy's Planned New Aircraft Carriers Face Tough 
Congressional Opposition. The Sea Arm of Defense 
looks toward the acquisition of three new 
aircraft carriers at a cost of around $250 
million each, first delivery in 1965 or 1966, 
the second in 1968, and the third in 1970. 
Members of House and Senate Armed Forces 
Committees take dim views, asserting that 
the increasingly rapid pace of invention and 
development of modern military technigues 
— long range missiles of great accuracy, 
high-speed nuclear armed submersibles, etc., 
— would make the carriers obsolete before 
even the keels could be laid. Generally, the 
two Committees now regard aircraft carriers 
as mere "sitting ducks” which could be wiped 
out "in the twinkling of an eye, perhaps 
before a single plane could be launched." 

































































President To Ask Broadened Tariff Powers. In 
addition, he is certain to request close 
ties with the European Common Market. All 
of this shapes up as numerous American 
industries pool resources for an all-out 
fight on extension of the Reciprocal Trade 
Agreements Act which expires next June 30. 
Reliable reports from across the Atlantic 
indicate the six nations within the European 
Economic Community are thriving under the 
operation and, at the same time, increasing 
their imports from this country at a faster 
pace than their exports to the United States. 

From 1958 to 1960, U. S. exports to the 
Common Market countries jumped 41%, while 
their exports to this country mounted only 
34%. U. S. exports to Common Market nations 
in 1960 were approximately $1.9 billion 
greater than imports from the six. The first 
half of 1961 registered a 7% rise in U. S. 
exports to the area compared with the same 
1960 period, although American exports to 
the rest of the world remained at the 1960 
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level. Imports of the member states from 
each other developed more rapidly since 
inception of the EEC, but they still amount 
to only one-third of those from the United 
States and other areas. AS a unit, the 
Common Market is now a larger outlet for 

U. S. exports, even surpassing exports to 
neighboring Canada. 

The foregoing facts are going to make 
it tough for Reciprocal Trade Agreements 
opponents, who may take a look at the future 
and declare that as soon as EEC industries 
become more automated than as of now, U. S. 
industry will face "impossible" foreign 
competition. 


Urban Renewal Administration Moves Toward 
Conservation. For a long time more concerned 
with razing and rebuilding So-called slum 
areas, URA is awakening to a need for 
conserving and rehabilitating older 
neighborhoods and structures rather than 
razing them for the mere sake of rebuilding. 
Experts in realty fields have long advocated 
this "ounce of prevention" that can keep 
the sound (but old) neighborhoods and their 
buildings from becoming slums of the 
not-distant future. Quiet "dry runs” 
undertaken within the past few months 
indicate the system — coupled with 
modernization of local building codes — may 
prove more beneficial and less costly 
in the long run than the heretofore widely 
practiced "raze and rebuild" technique. 

















Labor Board Begins To Swing Away From 
Neutrality. The National Labor Relations Board 
(NLRB) seems to be on its way to becoming 
more and more biased in favor of the labor 
unions. Ina rapid-fire series of decisions 
during the past few months, the full Board 
has reversed numerous decisions of its 














hearing examiners in rulings that were 
protested by the unions, at the same time 
rejecting numerous management appeals from 
initial decisions. The international union 
leaders cannot be described as "jubilant" 
over the turn of events, but they will 
privately assert that "now we have a Board 
that is on our side." 


Federal Regulation Of Consumer (Installment) 
Credit Now Seems A Distinct Possibility. Despite 
tremendous business opposition to the 
so-called "Truth-in-Credit" measure 
(S. 1740), sponsored by Sen. Paul Douglas 
(D., Ill.), back-stage information gathered 














from reliable Washington sources indicates 
Congress will "go along" and, in doing so, 
create a new bureaucracy to police 
installment transactions. Long after 
hearings closed, evidence continues to 
pile up to the effect that the "little 
fellow" is being mercilessly gouged in 
buying household effects and appliances 

on easy terms through extortionate interest, 
carrying charges and insurance. The new 
bureaucracy will be necessary for the reason 
that Federal Reserve Board and other 
appropriate Federal agencies simply do 

not want the job. 

















Presidential Advisory “Troika”? It has been 
proposed to the White House, said to be 
favorably inclined, that the living trio 
of ex-presidents — Herbert Hoover, Harry 
S. Truman and Dwight D. Eisenhower — be 
drafted as a three-man advisory group to 
the present White House tenant. Each has 
been frequently consulted by President 
Kennedy, but always separately. The current 
idea is that they meet jointly with Mr. 
Kennedy to advise him on current foreign 
and domestic affairs. Hitch in the proposal 
is Truman-Eisenhower animosity, but feeling 
is that if Mr. Kennedy asks it, the trio 
will cooperate. 























Securities & Exchange Commission Doubling Pace. 
With an investigative staff that has been 
virtually doubled within past few weeks — 
plus personnel loaned by Federal Bureau 
of Investigation — SEC plans much faster 
action in cases relating to fraudulent 
registrations and other illegal practices 
under the SEC Act. A well-placed SEC source 
Says hearing procedures will be speeded 
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and violators haled before grand juries 





and on in to criminal courts in half the 
time that has been heretofore prevalent. 
Meanwhile, another investigative staff, 
authorized and appropriated for during the 
last Session of Congress, is probing stock 
exchange methods and practices of members. 
No specific prediction has been made on 
what may be found, but swift punitive action 
will be taken as rapidly as irregularities 
are uncovered, according to an anonymous 
informant who privately avers that all is 
not right in the exchanges. 








Republican Defeat In Texas Upsets GOP National 
Committee. National headquarters experts of 
the Republican Congressional Campaign 
Committee fully expected a “narrow margin" 
victory in the 20th (San Antonio) 
Congressional District where they pitted 
John Goode, a conservative, against Democrat 
Henry B. Gonzalez, Jr., an avowed New 
Frontiersman. The Democrat's nearly 10,000 
margin over his GOP opponent may cauSe a 
revamping of future GOP campaigning to a 
more liberal pitch; this despite the fact 
that the Gonzalez victory can be directly 
traced to his Mexican extraction ina 
Congressional District with dense 
concentration of voters of like lineage. 


Civil Defense Eyes Scenic Caverns As Dual Shelters. 
Nearby Virginia has several scenic caverns 
of varying sizes that could accommodate 
from a few hundred to 12,000-15,000 
individuals as well as serve for underground 
protection and housing of government 
agencies, records, etc. Pressing problem, 
of course, is moving into the caverns in 
the short warning time that would be 
available. If, however, the Administration 
begins to regard the bomb threat as but a 
matter of days away, it would be possible 
to have orderly evacuation of important 
government personnel and a portion of 
Washington's civilian populace. Meanwhile, 
preparations to equip some of the caves 
as offices (including stocks of food and 
water) are moving quietly ahead. Since 
most of the locations are privately owned 
and commercially operated tourist 
attractions, condemnation proceedings may 
stand as a roadblock — but not for long in 


a national emergency. 


THE MAGAZINE OF WALL STREET 








/ 


H. 

ch 
prod 
Neve 
mic s 
was 
A ye 
the a 
hosti 
host | 
in tk 
mont) 
earni 
gress 
tility. 
the n 
even 
fraua 


NOVE 








: 


if 
a | 


Se 


~ PAiviedebabvbabebalnia ‘ 
‘ PA ~~ 


WORLD OIL 














AFTER THE ARAB 


PETROLEUM CONFERENCE 


By JOHN H. LIND 


& Militancy of previous conferences missing, with disunited Arabs subdued 
by threats of nationalization and contract renegotiation by various 
states on the one hand, and Russian oil dumping and price cutting, 


on the other. 


& Which governments are asking larger 


“cut” in profits. 


& Outlook for growth in the United States — competition between oil and 
natural gas — future bright in Western Europe — unimpeded by 


other fuels — new usages 


> U. S. “domestics” now invading European market — challenging position 
of major international companies — outlook. 


HE Second Arab Petroleum Congress which 

closed last week in Alexandria, Egypt, did not 
produce dramatic headlines in the world press. 
Nevertheless it was an event of considerable econo- 
mic significance. But the real news was not in what 
was being said but rather in what was not said. 
A year ago, at the First Arab Petroleum Congress, 
the atmosphere was characterized by considerable 
hostility between producing companies and their 
host countries. The big issue then was the decrease 
in the posted prices for Middle East oil a few 
months earlier and its resultant threat to the future 
earnings of all oil exporting countries. The Con- 
gress was therefore charged with underlying hos- 
tility. Sheik Tariki, Saudi Arabia's oil minister and 
the most knowledgeable among the Arab delegates, 
even accused the oil companies of having “de- 
frauded” the Middle East countries of 5.5 billion 
1961 
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dollars of revenue payments, half of which he de- 
manded back. At the same time, an American ad- 
viser to the Saudi Arabian government claimed 
that sanctity of contracts did not apply to a sov- 
ereign government's relation with a private busi- 
ness firm. And hanging like a threatening cloud 
over all discussions was the new Organization of 
Petroleum Exporting Countries—the major oil ex- 
porting countries answer to the “monopoly” power 
of the big international companies. 


A Changed Atmosphere 
The principal fact to emerge from this year’s 
meeting was the absence of such vituperation. The 
papers submitted were much more factual and the 
discussions more to the point. Those few Arab var- 
ticipants who considered it their primary duty to 
attack the oil companies found other Arabs among 
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RATE OF RETURN ON NET WORTH 


WITH A DROP IN 
THE EASTERN HEMISPHERE ... 


DROP IN OIL COMPANIES 


AND AN EVEN LARGER ONE 
IN THE WESTERN HEMISPHERE 
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their sharpest critics. There was also a first recogni- 
tion that some of those who loudly profess to be the 
friends of the Middle East nations often do them 
the most harm. 

Specifically, Russia’s daily half-million barrels of 
oil exports at discount prices came for the first time 
under direct attack by an Arab spokesman. The 
year before, when the oil companies tried to justify 
their price reductions in terms of Soviet export poli- 
cies, they were accused of exaggerating the Red oil 
menace to suit their own purposes. 

Italy’s government oil monopoly, E.N.I., which is 
currently importing some 90,000 barrels daily of Red 
oil and building refineries all over Africa and West- 
ern Europe to be run at least partially on Soviet 
oil, also came in for some scathing criticism. This 
must have been particularly frustrating to E.N.I.’s 
chairman, Enrico Mattei, who spends much of his 
time promoting Arab-Italian friendship and attack- 
ing the “greedy” international companies. 


Nationalization and Territorial Design 


The function of the Organization of Petroleum 
Exporting Countries (OPEC) was, of course, dis- 
cussed again at the Congress. But even to the oil- 
producing nations it seemed a much less formidable 
weapon than it had been a year ago. The OPEC 
member nations are meeting just now in Teheran 
but the talk there is mostly about organizational 
matters, new members (Indonesia and Trinidad were 
admitted, Libya was invited to join). It is expected 
that a resolution will be issued at Teheran calling 
for a boost in revenue from the oil companies, but it 
will not be in particularly belligerent terms. 

> In fact, OPEC is hardly in a position to be 
very positive just now. One of its founding mem- 
bers, Iraq, has territorial designs on another, Ku- 
wait. Hence, Iraq does not attend any meeting 
where Kuwait is present. ® Furthermore, Iran and 
Saudi Arabia both have territorial claims on the 
little oil-producing sheikdom of Bahrain. 

Lack of Unity Too — In short, unity among the 
world’s major oil’ exporting countries has not yet 
reached the point where they can confront the oil 
companies with a solid, single-minded organization. 
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But it would be unwise to discount OPEC altogether. 
It is currently laying the groundwork for its future 
activities by building up a small professional staff ; 
it has also retained an American research firm to 
undertake a major study of world oil economics. 
If it does not die of internal dissension it may 
become a power to be reckoned with within a few 
more years. 

While the Arab Petroleum Congress and the cur- 
rent OPEC conference may not have heaped any 
new troubles on the world petroleum industry, this 
economically and politically supersensitive business 
is already facing a good many difficulties, as well as 
some opportunities, from other quarters around the 
globe. 


Future Growth 


Let us first look at the opportunities. Oil is still 
very much a growth industry and will continue to 
be one for a long time, and the demand for petro- 
leum products is rising everywhere, from the most 
advanced to the most backward nation, and no prac- 


¢ tical replacement for the black gold is in sight on 


the scientific horizon. Few other commodities can 
claim such an assured future on the demand side. 
However, the rate of growth will vary greatly from 
region to region. The United States, which currently 
accounts for slightly more than half of the free 
world’s total oil consumption, will show future 
growth at a much slower rate than it has in the 
past, as is indicated in the following tables: 


Foreign Free World Oil Consumption 





Growth 
1970 1960 Rate 
Thous. Bbls. Per Day %/Year 
Eee eee 16,800 9,300 + 6.1 
Natural Gas ................. 2,750 700 +-14.3 
All Petroleum 19,550 10,000 + 7.0 
U. S. Oil Consumption 
Growth 
1970 1960 Rate 
Thous. Bbls. Per Day %/Year 
12,600 9,700 + 2.7 
10,600 6,100 + 5.7 
All Petroleum ................ 23,200 15,800 + 4.0 
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The slow increase in con- 
sumption has, in fact, already 
been with us for the past 
three years and is one of the 
primary causes for the cur- 
rent relative weakness of the 
U.S. domestic oil industry. 
For the first eight months of 
1961 total U.S. oil demand at 
9.8 million barrels daily was 
virtually unchanged from last 
year. Prior to 1958 an annual 
increase of four to five per- 
cent was considered normal! 

What has caused the level- 
ing off in U.S. oil demand? 
One major factor is the tre- 
mendous inroads made by 
natural gas into oil’s tradi- 
tional heating and industrial 
markets, where it has largely 


Western 
Europe 


45% 





FOREIGN OIL 
CONSUMPTION, 1960 
(FREE WORLD ONLY) 


Canada 





Bright Picture of Growth 
in Europe 


A glance at the rest of the 
world, and particularly at 
Western Europe, which ac- 
counts for nearly half of the 
total oil consumption outside 
the U.S., will provide oil in- 
dustry investors with a more 
heart-warming picture. 

> Here the expected growth 
is much more rapid—an esti- 
mated 55°, for the entire 
decade. Western Europe is 
now undergoing the same 
energy revolution which the 
United States experienced a 
quarter of a century ago. Coal 
is rapidly giving way to oil as 
a transportation, heating and 
industrial fuel; already coal’s 








displaced both oil and coal 
from these positions. 

Oil and Natural Gas Competitive—Since many oil 
producers are also natural gas producers, the switch 
might not initially appear to affect the profitability 
of the oil industry. The field price of gas is not de- 
termined in the market place, however, but by the 
Federal Power Commission, which keeps it consider- 
ably below the equivalent energy content price of 
crude oil. According to a recent study, this displace- 
ment of oil by natural gas will continue throughout 
the 1960’s. Yet despite its decline on a relative 
basis, a continued modest growth in the actual 
volume of oil consumed in both the heating and the 
industrial markets can be expected. 

In the transportation sector, oil faces no realistic 
competition from any other fuel. All mechanical 
vehicles on land, sea or in the air must currently 
be powered by gasoline, diesel oil or jet fuel—with 
the limited exception of electric railways. Hence, 
the entire growth in the transportation market will 
be based on oil. Altogether, then, the United States 
oil demand should rise by 25 to 30° during the 
current decade, according to the most knowledge- 
able estimates. 


share of the total European 
energy consumption is down to 55°, compared to 
80°7 as recently as the end of World War II. During 
the same period oil’s share has risen from about 
11% to 35%. 

One basic difference between the American and 
Western European energy patterns, is the absence 
of large natural gas supplies in the latter market. 
Hence, for the time being the battle is between oil 
and coal as the two major contestants—and oil is 
winning it hands down, despite governmental re- 
strictions designed to protect local coal production 
against a too rapid rise in oil imports. Throughout 
the 1950’s Europe’s oil consumption grew at the 
amazing annual rate of over 12°! According to pre- 
liminary figures this rate still holds true for 1961 
and the existing growth potential makes it likely 
that it can be maintained for some time to come. 
Europe still has only one car per 15 people com- 
pared to one for three people in the United States. 
Its railways are just beginning to be dieselized, and 
oil heating is as new to continental home owners 
and apartment house dwellers as it was in the 
United States during the early 1920's. 

In consequence American and 








GROWTH IN NATURAL GAS Vs. OIL 


NATURAL GAS DOMINATES 
INDUSTRIAL MARKET 


percent of total market 
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GAS NOW LEADS OIL 
IN SPACE HEATING 

MARKET AND IS CAPTURING 
MOST OF THE GROWTH 
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European oil companies are busy 
putting pipelines from one end of 
the continent to the other. (Until 
1959 Europe did not have a single 


long-distance pipeline.) Parallel 
with this goes a high level in 
refinery building. While not a 


single new refinery was built in 
the United States in 1960 or 
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U.S. “Domestics” Now Invading 
Invading European Market 


1960 


The bulk of the European mar- 
ket continues, of course, to be 
held by the major international 
companies (Jersey, Texaco, Cali- 
fornia Standard, Segony-Mobil, 
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Gulf Oil, British Petroleum and Compagnie Fran- 
caise). But newcomers, particularly from the United 
States, are beginning to enter it in growing num- 
bers. Such former exclusively domestic companies as 
Standard of Indiana, Continental Oil, Ohio Oil, Phil- 
lips and the Murphy Corporation are all now in vari- 
ous degree involved in the European market—from 
selling crude oil to building refineries. The ultimate 
aim of these companies is to build up a marketing 
organization in order to share in the area’s growth 
rate. Since Western Europe is an extremely com- 
petitive market and since the majors control a much 
larger share of the market there than they do in 
the United States this is by no means an easy under- 
taking. Currently Europe is beset by gasoline price 
wars which cut deeply into the already very meager 
refinery earnings there. Nevertheless, companies 


with large potential or actual foreign crude oil sup- . 
plies, and with sufficient cash reserves to postpone | 


immediate worry about getting a return on their 
investment, can justify their decision to buy them- 
selves a share in the world’s fastest growing major 
oil market. 

Governments Now Taking Larger Cut of Profits 


Now let us turn briefly to the supply side of the 
picture. If demand is growing rapidly so is supply. 
And therein lies the negative aspect of the world 
oil industry: the growth in supply has for some 
years now outrun the rise in demand. For an energy- 
hungry world this may be good news but for the 
profit-hungry oil companies it means cut-rate com- 
petition and lower earnings. Coupled with this is 
the fact that the takings of the governments in 
most oil producing countries have increased recently. 

> In Venezuela, for instance, the government 
today gets as much as 69° of total oil company 
profits. In the Middle East the official division be- 
tween country and company under most existing 
agreements is still 50/50. Since the government’s 
share is based on the posted price of crude oil, 
however, whereas many sales must now actually 
be made at discounts borne excluisively by the 
companies, the government’s true share is larger 
than half. This has led to sharp declines in the 

oil companies’ rate of return, from 24% in 1956 

to about 11% in 1960. 


» The decline was even sharper in Venezuela, 
where the rate of return is now only around 8%, 
than in the Middle East and Europe, where it is 
still a healthy 15°. Since oil companies, like all 
other businesses, move abroad only in response to 
the opportunity for higher earnings, the current 
rate of return in Venezuela has caused a sharp 
cutback in drilling and exploration there. 

> This situation is not likely to improve. Poli- 
tics and nationalism force foreign governments to 
ask for ever higher shares of the companies’ 
earnings, regardless of the economic facts of life. 

> Thus currently the Iraq Petroleum Company, 
in which Jersey Standard, Socony Mobil and 
Shell, among others, have an equity, is under 
heavy pressure from Iraq’s President Kassim to 
increase its payment to the government to 60% 
and also to give Iraq a 20% participation in the 
company. » In Indonesia too, Shell, Standard 
Vacuum and Caltex are threatened with higher 
taxes while a squeeze play for a higher govern- 
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ment take is also currently under way in Libya, 
which has only this month joined the world’s oil 
exporting countries. 


Soviet Supplies Undermine Price Structure 


> Finally, there is the constant threat of Soviet 
oil exports. All evidence suggests that these exports 
will not only continue but will grow. The USSR is 
currently completing a Trans-East European pipe- 
line network with export outlets at the Baltic Sea. 
excellently located to supply all of Scandinavia and 
Northern Germany. Russia is also building a large 
number of super-tankers, as has recently been re- 
vealed. Such tankers can only be used for export 
shipments, since Russia needs no tankers of this 
size for domestic transportation. To be sure, Soviet 
oil exports currently account for less than 5% of 
total free world oil consumption outside the United 
States, and it is unlikely that they will amount to 
more than 6-8% even by 1970. Thus, little danger 
exists that the free world will ever come to depend 
on the Soviet Union for a significant share of its 
petroleum needs. Nevertheless Russia’s price-cutting 
methods tend to undermine the world oil price struc- 
ture. At present Soviet crude oil can be delivered to 
Europe at a price which is equivalent to one dollar 
per barrel F.O.B. Persian Gulf. This compares with 
a current pested Persian Gulf price of about $1.60 
per barrel on which a maximum discount of 25 to 
30 cents can be given. 

Despite these problems, the oil industry is not 
faced with insurmountable structural difficulties. 
No growth industry ever is. But the time when a 
handful of companies managed to control the world 
oil market is probably gone forever. 


INDIVIDUAL COMPANY OPERATIONS 
By Donald T. Irwin 


Against this backdrop of a changing world-wide 
petroleum environment, individual companies are 
pursuing different paths to provide the operational 
flexibility necesary for insuring future growth and 
prosperity. 

Gulf Oil, for example, has stepped up emphasis of 
domestic operations sharply in recent years, with 
the result that the geographical derivation of its 
earnings has shown a significant shift from its his- 
toric pattern of the recent past. In 1958 this second 
largest of all U.S. oil concerns generated 76% of its 
consolidated profits from international sources; in 
1959 this percentage declined to 48%, and in 1960 
foreign earnings accounted for only 46% of the 
company’s consolidated total. Gulf has paid parti- 
cular attention to strengthening its marketing posi- 
tion in this program in order to improve the profit- 
ability of domestic operations, and is also enhancing 
longer-term prospects through greater emphasis on 
chemicals, natural gas and natural gas liquids, areas 
closely related to, but believed to have more clearly 
defined inherent growth factors than the com- 
pany’s traditional petroleum activities. The intro- 
duction of new cost control measures during the past 
several years has also been of benefit in improving 
operational efficiency, and, while still dependent upon 
Kuwait for a substantial percentage of its crude, 
Gulf today is considerably less vulnerable to inter- 
national uncertainties (Please turn to page 260) 
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A First-Hand Report on... 


NEW TRENDS IN 
1961-62 DEFENSE 
EXPENDITURES 


— And Who Will Get the Orders 
By JEROME ELSWIT 


HE hold-down on Government expenditures or- 
dered by President Kennedy for the rest of the 
fiscal year will have little direct effect on the na- 
tional defense and space exploration programs. 
Actually, planned outlays by the Pentagon for 
military programs in fiscal 1962 are slightly higher 
today than they were at the start of the period. 
It is true that Secretary of Defense Robert 
McNamara’s decision not to use $780 million voted 
by Congress for three Air Force programs was 
announced just one day after the President directed 
agency heads to tighten their purse-strings. But 
that was just frosting on the cake, as far as Mr. 
McNamara was concerned. The decision was based 
on military economics, as viewed by Mr. McNamara, 
and not on national economics, although there is an 
inevitable relationship between the two. 
If the purposeful Pentagon chief had felt that it 
was militarily necessary to order another wing of 
B-52 bombers or step up the B-70 bomber or Dyna- 
Soar space glider programs, he would have done so. 
But his views on the two bombers—their relative 
usefulness in the next 10 years of the missile age, 
and the nuclear strike power already possessed or 
planned by the U.S.—did not change over a seven- 
month period despite intensive reviews and re-re- 
views, while his scientific advisors reinforced his 
earlier position that the development program for 
Dyna-Soar was adequately funded without the extra 
money. 





The B-52 and Dyna-Soar Orders 


. The B-52 decision, of course, was a hard blow for 
j LS Boeing, although certainly not unexpected, or in the 
bs > same class as a sudden cutback or termination. 

a Pe a ‘ . 7 = ° ° 
Congress had provided an extra $514.5 million for 
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another wing of the giant planes, to forestall termi- 
nation of production at the Wichita plant in August, 
1962, as presently planned. How long the plant will 
be kept open now beyond that date is problematical. 
Boeing foresees a substantial amount of modifica- 
tion work on the 14 existing squadrons of B-52’s, 
which are to be kept in service for another ten years 
or so. The company is competing intensively for 
other military aircraft contracts which could be put 
into Wichita. 

& Boeing is also the major contractor for the 
Dyna-Soar manned space glider, along with Martin 
as propulsion contractor. The impact on the com- 
pany of the McNamara decision against using the 
additional $85 million voted by Congress for this 
project is nowhere near as severe as the B-52 ac- 
tion. Dyna-Soar funding for FY 1962 was almost 
doubled by the Kennedy Administration over the 
level recommended last January by former President 
Eisenhower, and now stands at $100 million. 

& The program is still in its early stages and is 
looked upon by the Air Force as a major stepping 
stone to manned, maneuverable military space flight. 

In terms of actual production, however, Boeing’s 
main sources of military income are the KC-135 

jet tanker-transport, which continues to have a 

bright future, and the Minuteman missile, which 

will be produced in significantly larger quantities 
than its predecessors, the Atlas and Titan. 


Supersonic Government-Supported Transports 
Just over the horizon, too, is the prospect of a 


The Making of Decisions 


Mr. McNamara’s more usual method of operation 
is to select from among alternatives rather than to 
retain options. The selection is done primarily by 
comparing relative cost and effectiveness of weapon 
systems having similar functions. As in any compe- 
tition there are “winners” and “losers,” and the 
“losers” at the Pentagon are prone to complain that 
the Secretary’s methods often leave something to 
be desired—the criteria for selection are too re- 
stricted, the advice of experienced military people 
is not given adequate weight, etc. 

The Neutron Bomb—The problem gets even stick- 
ier as military technology rushes forward in giant 
strides, both here and in the Soviet Union. The 
100-megaton warhead that Khrushchev brandishes 
so crudely was considered and discarded by U.S. 
planners. But what about such weapons as chemi- 
cal-biological warfare systems, and the so-called 
neutron bomb? Here, other factors besides cost and 
effectiveness must enter into the calculations. 

In the neutron bomb (the Death Ray) concept, 
great numbers of human beings could theoretically 
be exterminated despite any known protective de- 
vices, without the destruction of property that ac- 
companies more conventional thermonuclear blasts. 

Such a weapon might conceivably be of more 
use to a technologically backward nation seeking 
to acquire the productive facilities of the van- 
quished than to the U.S. in any contest with the 

Soviets. Against concentrations of troops in the 

field, or in air defense, on the other hand, it could 














Government-supported development program for a have distinct advantages. A limiting factor is o- 
supersonic commercial transport plane, for which believed to be the relatively short range of the proc 
the military would eventually be a customer. The neutrons that would be released. pres 
major contenders for this prize will be Boeing, Doug- : 
las, General Dynamics-Convair, and North Ameri- For the Present T 
can, which has had valuable experience in developing Especially in view of the recent downward esti- - 
the 2,000-mile-an-hour B-70 bomber. mate of current Soviet long-range missile strength, tt 
For the B-70 itself, however, the prospect is the possibility of limited or large-scale conventional Yo 
gloomy. The $400 million provided by Congress warfare seems more in order. This has led to the ay 
this year would have meant full speed ahead; the resurgence of interest in tactical and transport air- ond 
$220 million that Mr. McNamara intends to use craft, even as the large bombers are being de-em- pte 
will keep the project in the “test bed” class and phasized, and to such moves as the merger of Air — 
points to eventual termination without ever going Force tactical and Army “fire brigade” units in a with 
into production. new Strike Command. y oe 
=a . ese . = ° aow 
With tomorrow’s military needs as uncertain as & Several aircraft are to be developed to meet of tl 
they are, however, Mr. McNamara is retaining the various tactical air force needs—one of the few rent 
option to reverse himself on the B-70 if necessary. setbacks suffered by Mr. McNamara, who had 
The “cliff hanger” saga of the unique aircraft pushed hard for a single new plane to perform all 
will probably continue on this basis for one more missions in this field. In the four- or five-year in- g! 
year. terim until the Navy develops a brand-new aircraft w 
WI 
of 
Defense Department Spending Plan For Fiscal Year 1962 Si 
(Military Functions Only) di 
To Be Obligations, To 3e Expenditures, 
_ Obligated FY 1961 Expended FY 1961 A 
Military Personnel 13,632,410 12,392,117 13,280,000 12,084,828 = 
Operation and Maintenance 12,845,040 11,673,683 11,600,000 10,765,984 rr 
Procurement 18,954,922 15,648,882 16,070,000 14,942,393 an 
Research, Development, Test and Evaluation .......... 5,578,920 4,642,803 4,670,000 4,128,581 " 
Military Construction 1,313,991 1,367,116 1,200,000 1,605,213 = 
Revolving and Management Funds ..................cccccccsceeseeseeseeeeeeees ; - ‘_— — 150,000 — 298,735 Ni 
; 52,578,699 45,724,599 46,850,000 43,228,264 De 
Based on 10/31/61 estimates. 
Fi 
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Planned 
MAJOR PROCUREMENT, FISCAL YEAR 1962: 


Procurement of Equipment and Missiles, ......... 
Procurement of Aircraft and Missiles, Navy ...................0.00+ ‘ 
Shipbuilding and Conversion, Navy ................. 
Other Procurement, Navy .....,...........-s000 
Procurement, Marine Corps ..,,,,, 
Aircraft Procurement, Air Force 
Airlift Modernization, Air Forge ... 
Missile Procurement, Air Force ,,...... . 
Aircraft and Related Procurement, 
Navy (old account) 
Procurement of Ordnance and Ammunition, 
Navy (old account) ......., anes , 
Aircraft, Missiles, and Related Procurement, 
Air Force (old account) 
Procurement Other than Aircraft and Missiles, 
Air Force (old account) .......... 
TOTAL . 


Based on 10/30/61 estimates. 





for close support of ground troops, a currently in- 
production model is expected to be chosen to beef up 
present Air Force capabilities for close support. 

The competition is believed to be largely between 
the McDonnell F4H and the Douglas A4D, both 
Navy attack planes. ® The McDonnell aircraft has 
always gotten high marks for performance, even 
from the Air Force, but its comparatively high cost 
has been against it. The F4F is also being consid- 
ered for possible future procurement as an inter- 
ceptor for continental air defense, in competition 
with the Convair F-106. Large-order production 
economies might bring the McDonnell plane’s cost 
down significantly, if it is chosen for one or both 
of these additional roles, while maintaining the cur- 
rent high level of Navy orders. 

Final decisions on this and many other pro- 
grams will be made by the end of this month, 
when the fiscal 1963 defense budget will be 
wrapped up. One of the decisions may be to cut 
off further funding next year for the Army’s Ser- 
geant missile (Sperry, Thiokol). The air-launched 
Skybolt missile (Douglas), on the other hand, is 
due to be stepped up. 

> Substantial funding is expected for the 
Army’s mobile Mauler air defense missile (Gen- 
eral Dynamics) and the surface-to-surface Persh- 
ing (Martin), the latter about to become opera- 
tiona!, A tentative decision may be made, pending 
final tests, to provide limited production money 
as well as continued development funds for the 
Nike Zeus anti-missile system (Western Electric, 
Douglas). 

Ahead in 1963 


Fiscal 1963 defense spending will approach $50 
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Defense Department Procurement Plan For Fiscal Year 1962 


Obligations 
(thousands of dollars) 


3,456,100 
2,902,150 
2,503,055 
1,006,340 

278,322 
3,591,571 

470,033 
3,070,900 


366,102 


$18,954,922 


billion, compared with $44.6 bil- 
lion in fiscal 1961 and over $47 
billion expected for the current 
period (including military assist- 
ance). For the procurement of 
weapons and equipment, the DOD 
plans to place contracts totaling 
about $18 billion this year, and 
slightly more next year. About 
$1 billion will continue to go for 
combat and transport vehicles in 
fiscal 1963, and more than $1.2 
billion for communications equip- 
ment. 


Planned 
Expenditures 


1,825,000 
1,560,000 
2,100,000 
485,000 
200,000 
3 850,000 


360,000 


3,138,000 The Space Program 


> Over $7 billion will be sought 
for research, development, test 
and engineering, much of this for 
space projects. The Air Force has 
been conducting an intensive cam- 
paign to get more military-ori- 
ented space research. There have 
been warnings that if a “space 
gap” develops between the U.S. 
and the Soviets, it might not be 
possible to close it with crash pro- 
grams as was done with missiles, 
because an advanced space tech- 
nology with controllable space 
systems could actually pre-empt the space arena 
without a shot being fired on earth. 


1,000,C00 


140,000 


104,000 
$16,070,000 


Avenues—As necessary stepping stones, the Air 
Force wants to see increased effort put into the 
Dyna-Soar program, the Saint satellite inspection 
project (RCA) and into techniques for rendezvous 
and docking in space. Step-ups in the Midas and 
Samos surveillance and warning satellite systems 
(Lockheed) are being sought. Air Force develop- 
ment on a large scale of giant solid-fuel rockets 
for future manned military space vehicles will 
shortly get under way in earnest, with Aerojet- 
General and Lockheed (Grand Central Rocket) 
expected to be major participants. 


There is no planned let-up, meanwhile, in the ac- 
celerated civilian space program ordered by Presi- 
dent Kennedy last May, with emphasis on lunar 
exploration. A number of developments useful to the 
military are expected as by-products of this pro- 
gram, but an even closer civilian-military relation- 
ship is being advocated in many quarters. 


Industry proposals are under study for the Apollo 
manned space vehicle which will make the moon 
landing, and for stages of the Saturn rocket that 
were formerly fabricated by the space agency it- 
self. The Apollo project may be a $1 billion or larger 
program. Martin, General Electric, and General Dy- 
namics performed initial studies for the National 
Aeronautics and Space Administration on Apollo, 
and at least one of the three will probably be on 
the contractor “team.” North American Aviation, 
with three key rocket engine developments, con- 
tinues to be NASA’s largest contractor. The agency 
expects in fiscal 1963 to double its present $1.6 
billion budget. END 
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Investment Feature 


SEARCHING FOR VALUES 
IN UTILITY STOCKS 


By EDWARD R. HEATH 


TILITY stocks, especially the so-called “rapid 

growth” issues, have been among the “best 
sellers” of 1961. The advance has not been uniform, 
however, as stocks of the electric utilities and gas 
distributing companies have clearly made the best 
showing while gas pipeline issues have lagged far 
behind. This contrast in performance may be evi- 
denced concretely by a glance at representative price 
indexes of utility stocks. 


Recent 
1960 Low Price % Increase 
Electric Utilities 39 50 28% 
Gas Distributors 57 73 28 
Gas Pipelines 71 75 6 
Telephone Cos. 24 28 17 


Gains in electric “growth” utilities over the 1960 
lows have amounted generally to 50% and in a few 
cases to 100% or even more. Florida Power & Light, 
for example, made a high of 83 this year compared 
with last year’s low of 51; Arizona Public Service 
reached 42144 compared with 1714; Tucson G.E.L. 
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& P. 41 vs. 24; and Southern Company 60 vs. 39. 
Price/Earnings Multiples Highest Since 1929 


Electric growth utilities have, in fact, now 
reached such high multiples—ranging from 25 up 
to 40 times recent earnings—that many analysts 
regard present levels as inflated and no longer suit- 
able for purchase by investors. To be sure, back in 
1929, just before the Crash, stocks of operating 
companies, e.g., Consolidated Edison and Pacific Gas 
& Electric, sold as high as 35 times earnings, while 
the equities of some speculative holding companies 
even ascended into the high range of 40 to 100 times 
earnings. Moreover, for various reasons today’s 
utility earnings are much more conservatively re- 
ported than in the 1920’s. Nevertheless, the 1929 
prices were sky-high by any standard and afford no 
proper basis for gauging today’s values. 

The New York Society of Security Analysts re- 
cently sponsored a debate on the market status of 
electric utility stocks. The audience, consisting pri- 
marily of utility specialists, was invited to vote on 
whether (1) electric utility stocks in general or (2) 
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Table | — Selected Growth Utilities 





Recent 
Price 


Rev. 
Company (Mill.) 


Latest 
12-month 
earnings 
per share 


%e Incr. in Price 
Shore Earnings Earn 
Recent 5-yr. Avg. Ratio 


Div. Aprox. 
Rate Yield 


ELECTRIC UTILITIES 


Baltimore G. & E. . : ; 36 
Central Hudson G. & E. / 34 
Commonwealth Edison : 46 
Iinois Power ........ Sr 81 
Kansas Gas & Elec. . 65 
Long Island Lighting ee 57 
Louisville G. & E. , 70 
Middle South Util. 40 
N. Y. State E. & G. . 42 
Rochester G. & E. 59 
So. Calif. Edison 94 


$1.12 8% 24 
1.04 7 23 
1.007 10 23 
2.20 . W 27 
1.68 ‘ 7 23 
1.50 d 10 26 
1.52 . 8 27 
1.06 Y 6 10 27 
1.30 . 8 20 
1.807 8 19 
2.60 . 7 20 


GAS PIPELINE SYSTEMS 


Peoples G. L. & Coke , , 96 


3.00 


TELEPHONE COMPANIES 


American Tel. & Tel. 124 
New England T. & T. 


*__Based on average shares. 
+—Plus stock dividend, included in yield. 


growth electric utilities were too high. Regarding 
the group as a whole, four voters felt that they were 
still underpriced, 49 thought they were reasonably 
priced, and 39 considered them overpriced. But the 
vote on the growth issues was much more positive: 
four considered them underpriced, 28 reasonably 
priced, and 63 voted that they were overpriced. A 
majority of 54 analysts thought that a price/earn- 
ings range of 15-20 is about right for utilities and 
only one man considered a ratio of over 30 as 
reasonable. 


But Utilities Retain Popularity 


Despite these signs of caution among profession- 
als, recent inquiries received about utilities by some 
brokerage companies exceed those on industrials, 
indicating that their popularity with the public has 
not yet waned. What’s back of this great investor 
interest in electric utilities? The major fact is that 
the electric utility industry is expected to continue 
to expand at two or three times the national growth 
rate. For the period 1948-60 the average yearly gain 
in output was nearly 9%, although this is expected 
to slow down to about 7% over the next three or 
four years. (Speculative long-range estimates by 
important sources indicate that residential kwh 
sales by 1980 will be nearly five times as large as 
1961. We do not, however, have much faith in long 
term prognostications under today’s conditions, be- 
lieving it best to deal with shorter range possibil- 
ities.) 

Thus, barring such unlikely events as a 1929-type 
depression or an atomic holocaust, exceptionally 
rapid growth in electric utility output and gross 
revenues is almost assured. It is misleading to 
assume, however, that this will mean a correspond- 
ing growth in earnings per share. 

1961 


NOVEMBER 18, 


3.60 


Earnings affected by deferred taxes resulting 
from liberalized depreciation. 





How Closely Can Net Income Follow Gross? 

To provide perspective for the future let’s take a 
brief backward glance. Using an established com- 
pilation of electric utility stocks, average earnings 
per share dropped from $5.07 in 1929 to only $1.22 
in 1934 and as late as 1947 had recovered to only 
$2.16. From that year on, however, they made an 
uninterrupted advance to $4.12 last year. A further 
gain is indicated for 1961—and yet utility net per 
share will still be well below the 1929 high. Natural- 
ly, gross has multiplied many times in the interim, 
and this discrepancy shows that it may be illusory 
to expect the gain in share earnings to continue in- 
definitely, regardless of the strong trend in energy 
sales. The key limiting factor is regulation; com- 
petition with public power may also become a re- 
tarding factor in some areas. 

Much of the gain in share earnings has actually 
derived from increased efficiency—the benefits of 
which have probably been even more generously 
bestowed upon consumers and employees than upon 
those who supplied the capital. Today the typical 
thermo-generating utility has only to burn about 
one-third as much coal as in 1925 to produce one 
kilowatt hour of energy. This improvement has been 
achieved largely by increasing the size of generating 
units, as well as introducing automatic features. 
Only six years ago the largest unit in operation had 
a capacity of 217,000 kw; now the largest is 500,000 
kw and in another half decade the size is likely to 
double again, to a million kw. Con Edison has, in 
fact, already announced that it plans to install such 
a unit in 1966. During the past decade, despite the 
higher costs with which we are all so familiar, the 
average construction cost of generating units per 
kw has increased only 5% and the number of men 
required to operate and maintain a unit of constant 
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size has actually dropped 57%. While wages have 
been raised regularly and the price of fuel has ad- 
vanced slightly, the cost of energy at the bus bar 
has declined 18%, and this downtrend will un- 
doubtedly continue. 


Regulatory Attitudes Will Be Crucial 


The crucial question as to whether utility stock- 
holders can continue to “cash in” on the remarkable 
growth in output and the increasing efficiency de- 
pends largely on the attitude of governmental 
agencies. With some exceptions the state agencies 
have treated the electric utilities reasonably well 
during the past decade, but upon the recurrence of 
any real depression they might revert to an attitude 
of greater sensitivity to consumers as a political 
group, as was the case in the 1930’s. Needed rate 
increases would then be harder to obtain. 

Moreover, the present national Administration 
strongly favors public power. Washington officials 
have been talking about the necessity for a “power 
grid” to interchange energy between different areas. 
The investor-owned utilities already have established 
an intricate system of interconnections, aside from 
a few gaps in the desert areas of the Far West. 
Admittedly, some of these interconnections are de- 
signed only for emergency use, in case one company 
should become short of power and have to call on its 
neighbors for help. The experience is, however, that 
these connections have operated smoothly—and 
rapidly. In order to interchange big blocks of power, 
heavy voltage lines are required. The utilities have 
already installed a few such lines and are planning 
other connections of this character, with voltages 
running up to 500,000 kw. Thus, it looks like Wash- 
ington’s advocacy of the power grid is a political 
rather than an economic necessity. The equivalent 
interconnections can be established without expend- 
iture of the taxpayers’ money. 


First Federal Grid Opposed — By Other Public Agencies 


The first proposal made by the Federal Govern- 
ment is to build a high voltage connecting line be- 
tween the big Federal dam at Bonneville, Oregon, 
and the municipally owned lighting department in 
Los Angeles, California. But by a strange quirk, the 
local public power agencies in the Pacific Northwest 
are fighting this Federal project—they want to keep 
the excess Bonneville power available for their own 
use in years to come (they don’t need it currently). 
Thus, it remains to be seen whether this particular 
line will be built. Washington has also proposed a 
local “grid” around the big dams now being con- 
structed on the Colorado River, and while Congress 
couldn’t quite make up its mind in its last session 
on financing this, it looks like the project will even- 
tually go through. Other local grids will doubtless 
be proposed from time to time, and then a proposal 
to connect the grids will inevitably follow—unless 
the private utilities can beat Washington to the 
punch, as they hope to do. 


Co-operatives Flourish — With 2% Government Money 


Meanwhile, some utilities are beginning to worry 
about growing competition from the “super co-ops” 
being encouraged to borrow money at 2% in 
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Washington (apparently without statutory limit) 
to build big generating plants, even though the local 
investor-owned utilities have an ample power supply 
to take care of the member co-ops’ needs. With this 
cheap government money combined with big tax 
savings, the co-ops plan to build generating plants 
and make rates low enough to steal municipalities 
and industries from the private utiluities. Already 
some progress is being made in carrying out such 
projects in Kentucky, Indiana, Illinois, and other 
states. The ominous shadow of public power looming 
over the investor-owned utilities in these areas can- 
not be disregarded. 

How do other groups of utilities compare with the 
electric power company stocks? As of recent date 
the following groups were selling with the indicated 
average yields, P/E ratios, and growth rates shown: 


Average Gain in 
Share Earns., 


Yield P-E Ratio 1055-60 

124 Electric Utilities 3.4% 23.3 6% 
29 Gas Pipeline Systems 37 19.1 7 
36 Retail Gas 

Distributors 3.8 19.0 6 

7 Bell System Companies 3 6 22.3 1 

18 Other Communications 

Companies 3.3 19.8 5 
12 Water Service 

Companies 42 18.3 3 
11 Transit Companies 6.1 13.3 


Gas Pipeline Earnings Appraised With Some Skepticism 


The gas pipelines and integrated systems have 
shown the best average rate of growth in share 
earnings during 1955-60 of any group (7%) but 
this result is due largely to the excellent statistical 
showing of a few companies, of which Arkansas- 
Louisiana Gas, with an average five year gain of 
27%, was the star performer. In general the results 
for this group are highly irregular and a good per- 
centage of the gains probably reflect rate increases 
put into effect under bond and not yet finally ap- 
proved by the Federal Power Commission (or state 
commissions having jurisdiction). Because of the 
possibility that the newly constituted FPC may 
eventually reject some of these rate increases, in- 
vestors are not appraising the recent gains at full 
face value. Although the regulatory situation in 
Washington has recently clarified to some extent, 
the climate still seems basically inhospitable. More- 
over, as an article in our last issue pointed out, the 
Department of Justice is now frequently intervening 
within the traditional regulatory spheres of other 
agencies. 

As a more immediate factor affecting the gas 
transmission systems, weather conditions are check- 
ing current gains to a very narrow margin, about 
1% on a year-to-year basis. These factors explain 
why this group is relatively unpopular at present, 
and is selling at an average price earnings multiple 
of only about 19 times, modest in relationship with 
other utility segments. As a matter of fact, the pipe- 
line group has shown only negligible advance in 
average prices since 1958. 
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Table Il — Utilities With Dividends Wholly Or Partially Free of Taxes 
On Current Income 


Indic. 
Recent 1961 
Price Div. * 


Atlantic City Electric ........ ietsadiila:: a $1.36! 
California Electric Power ; — 84 
Central Hudson Gas & Elec. 34 1.04 
Detroit Edison ..... 63 2.20 
Electric Bond & Share sine 32 1.20 
Hartford Electric Light 76 3.00 
Idaho Power ’ , 37 1.00 
New England Elec. System 25 1.08 
Niagara Mohawk Power . m 47 1.80 
Northwest Natural Gas * ... i 35 92 
Pacific Power & Light + } 54 1.80 
Portland General Electric + 53 1.52 
Transcontinental Gas P. L. + , . 23 1.00 
Union Electric ........ ’ 50 1.80 
Utah Power & Light ' 38 1.32 
Washington Water Power ...... a 2.00 


Based on latest dividend rate. 
+ Over-the-Counter. 


Gas Distribution Group Handicapped by 
Limited Marketability 


The retail gas distributors, on the other hand, 
have recently made an equally favorable showing 
with the electric utilities, in terms of average gains 
in per share earnings. A few of them would also rank 
with the most rapidly growing electric companies in 
respect to future prospects. Unfortunately, only 
seven members of the gas distribution group are 
listed on the New York Stock Exchange, with an- 
other four on the ASE; the remaining 25 are traded 
over-the-counter. This reduced marketability has 
probably prevented this industry from gaining the 
popularity which it would otherwise deserve on the 
basis of its growth in share earnings. It is important 
to remember, as a cautionary note, however, that 
some of this growth has been achieved by the con- 
version of residential customers from oil to gas 
heating, and this profitable change-over may slow 
down in future years. 


Technological Revolution in Communications 


The telephone stocks have comprised an increas- 
ingly popular group during the past year although, 
in many cases at least, this cannot be fully explained 
by the rate of growth in per share earnings. Pacific 
Telephone and Hawaiian Telephone, for example, 
enjoyed sudden spurts of market interest and price 
appreciation which temporarily carried the stocks to 
price levels not warranted by net income. 

American Telephone, after advancing earlier in 
the year to 130, has leveled out around 120. For 
several years the stock showed an average gain in 
share earnings of 8% but with the heavy dilution this 
year due to the sale of additional stock, earnings per 
share for 1961 will probably show little if any gain 
over last year. The stock in our opinion may be con- 
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Percent of Dividends Tax-Free 
Est. Est. 
1961 1962 
1959 1960 ee ee 


71% 63% 25-50 25-50% 
62 80 65-85 65-85 
61 34 25-40 25-40 
36 25 15-30 15-30 
100 100 100 
62 60 60 50-75 
53 45 35-40 23 28 
38 39 35 25 
67 60 10-40 10-40 
98 48 35-45 30-40 
100 100 100 
79 100 78 60-80 60-80 
63 69 46 25-50 0-25 
61 49 49 35-45 30-45 
12 19 23 20 20 
3.9 89 50 67 50-75 50-75 


**_£stimates are based on available data to be considered only 
as indications in view of the number of variables involved. 
!__Dividend rate increased to $0.34 quarterly, payable Jan. 15, 

1962. 





sidered a growth issue, however, largely on the basis 
of its rapid progress with automation, which now 
permits -a substantial reduction in the number of 
employees and the heavy wage burden. The satellite 
communications project also caught the popular im- 
agination earlier this year, although the Government 
is hedging it with so many restrictions that it prob- 
ably will not be much of a factor in earnings for 
several years. The whole communications industry 
is enjoying a revolutionary development which 
should mean greater efficiency and more earnings, 
unless regulatory agencies force unrealistically 
lower rates. 


Current Selections Shown in Tables 


& Table I, “Selected Growth Utilities,” has been 
restricted to companies which are selling at P/E mul- 
tiples below 30, thus eliminating most of the “fast 
growth” utilities, such as the Arizona, Florida and 
Texas groups. Nevertheless, the stocks listed have 
achieved worthwhile average gains in share earn- 
ings and the P/E multiples of 23 for electric utilities 
as a group average, 19 for the gas companies and 
20-22 for the telephone companies do not seem un- 
reasonable. 

> Table II includes the utilities with so-called 
“tax-free” dividends, which are of special interest to 
investors in the higher tax brackets. Because of the 
complexity of tax accounting the projections must 
be considered merely as estimates based on available 
data. Capital gains taxes must also be paid on the 
tax-free dividends at the time of eventual sale of 
these stocks. 

Some Points to Watch 


It is possible to make money by “trading” in util- 
ity stocks? Opportunities (Please turn to page 259) 
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The Favorable and Unfavorable Aspects of 
CONVERTIBLE PREFERREDS 


By ROBERT SHAW 


— With Examples of the Various Types 
— In Individual Industries — and the Type Most Desirable 


LTHOUGH the analogy can be exaggerated, 

securities are sometimes designed and fash- 
ioned, just like women’s fashions or packaged 
foodstuffs, to appeal to a particular market. Various 
features can be added to stocks, bonds and warrants 
to create special interest, combine seemingly con- 
trary objectives or merely to supply individuality. 
During the past there have even been styles in 
stocks, although the present tendency is strongly in 
favor of financial uniformity and simplicity. 

One of the variant forms of equities is the con- 
vertible preferred. Its obvious advantage is, of 
course, that it offers a participation in unusual suc- 
cess along with a prior earnings and asset claim 
before this “call’? becomes valuable. On the other 
hand the convertible stock does have some draw- 
backs that are less evident, and as a rule we feel 
that most investors’ objectives can be best served 
by an appropriate combination of equities with 
senior securities, bonds or preferreds. It is possible, 
however, that convertible preferreds will closely fit 
the needs of some investors, and since we have had 
a number of inquiries on this subject we will con- 
solidate our answers in this article. Many of our cor- 
respondents have wondered, in particular, whether 
they should retain issues already held, and accord- 
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ingly we will speak primarily about individual 
issues. 
A Few Generalizations First 


But first a few generalized remarks for those 
contemplating the initial purchase of convertible 
preferreds. The number of such issues of first class 
companies available is relatively limited; the accom- 
panying list of sixteen of the higher quality con- 
vertible equities probably represents about half of 
the total within that category. Relatively few utili- 
ties and almost no railroads (exception: the Chesa- 
peake & Ohio $3.50 pfd.) issue this type of stock, 
so that it is primarily industrials that are involved. 
Of course, many new and highly speculative com- 
panies are in the habit of attaching a conversion 
privilege to some of their stock (or bonds) as a 
sweetener. 

Convertibles, like other preferreds, are usually 
callable at a specified price. This means that the 
purchaser must compare this price with market 
quotations carefully. If interest rates decline enough 
to justify the issuing company in refunding the 
stock, it will usually do so without hesitation; al- 
ready this year two popular convertibles, General 


- 


Precision Equipment $3 and Kerr McGee Oil $1.125, 
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Convertible Preferreds 





Con- 


vertible 


into 


Call + of Shares 
Price of Common Common Value 


Yield 


Issue and Dividend Rate Price 
Allis-Chalmers $4.08 99 
American Airlines $3.50 ans 99 3.6 102 
Chesapeake & Ohio $3.50 .... 98 3.6 105 1.6 
Crucible Steel $5.25 105 5.0 105% 3.4 
* El Paso Natural Gas $5.00 . 107 4.7 104 3.7 
Flintkote Company $4.50 4.4 105 2.6 
General Acceptance 60c 13 4.6 1 0.5 
* General Telephone $2.18 61 3.6 53 2.4 
Kaiser Alum. (1957) $4.75 ................ 106 45 103 2.1 
Owens-Illinois Glass $4.00 110 3.6 104 
National Distillers 42% - $2.25 49 46 51 1.2 
Pittston Company $3.50 108 3.2 80 
Reynolds Metals 2nd $4.50 ............... 109 4.1 104 
Textron $1.25 28 4.5 26 





0 
United Aircraft (1955) $4.00 108 3.7 101 J 
5 


United Aircraft (1956) $4.00 ....... 97 4.1 102 


Unlisted. All other preferreds and all common listed on the N.Y.S.E. 


**_Cy. into stock of Owens Corning Fiberglass. 
a—Price of Owens-Corning Fiberglass. 


NOTE: Most convertibles provide for less favorable conversion ratios at later dates. 
table 


However, none of the conversion rates in the above 
Distillers) change prior to September, 1963. 


have been called, at 53 and 2534 respectively. Con- 
version is invariably allowed after a call is an- 
nounced, but where this privilege is of no immediate 
value any speculative premium upon the preferred 
would be lost with redemption. 
Terms May Change 

Another disadvantage of convertible preferreds is 
that the terms may be adjusted to the holder’s dis- 
advantage, at periodic intervals. Call prices are fre- 
quently scaled downward from their initial premium 
to par, although this factor is not particularly dis- 
turbing. More serious is a gradual reduction in the 
conversion ratio as time goes on; thus an issue that 
seems to have early prospects of substantial appre- 
ciation upon purchase may be suddenly reduced to a 
less favorable basis. A conversion privilege may even 
expire completely—as was the case with the Cel- 
anese $4.50 preferred on May 1 of this year. 

These revisions require the holder to watch some 
convertible preferreds closely, under risk of sharp 
loss if he should overlook some important date. For 
many investors the simple, constant equity position 
given by common stock holdings will be more desir- 
able. 


Two Main Categories of Convertibles 


& Convertibles may be lumped conveniently into 
two major groups, those which are close to or above 
the conversion ratio and those far below it. Con- 
vertibles in the former class have, for practical 
purposes, been transformed into ordinary equities 
and will simply ride along on the common, reflecting 
its price in the specified conversion multiple. 

& Convertibles very remote from value as such, 
can be regarded simply as ordinary preferreds. To 
be sure, the distant call upon unexpected earnings 
success may be worth a premium of a point or two, 
but the market price will be determined primarily 
by the normal factors of the dividend rate, its cov- 
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4.84 
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erage and the conipany’s . ore 
immediate outlook 

Now, it would be possib.e to 
cite some convertibles selling at 
high prices reflecting exchange 
privileges of immediate value, 
such as the Arkansas Louisiana 
90¢ preferred, transferable 
(through May of next year) into 
34, share of common, which is cur- 
rently selling at 41; or, more 
spectacularly, the Beatrice Foods 


Present 
Current Conver- 
Price sion 


20 67 
20 97 
59 94 
19 66 
27 101 


27 72 332% quoted at around 370, 
23 12% where it yields a mere 0.9%, and 
25 valid in exchange for 4.97 shares 
Vase a of common, It would be meaning- 
26 less, however, to discuss such is- 
62 sues as convertibles; their out- 
37 look and prospects are exactly 
4 identical with those for the com- 
45 mon stocks. Practical interest in 


convertibles is therefore confined 
principally to issues with prices 
below, but within shooting dis- 
tance of, the conversion ratio 


Specific Issues 


®& Among issues of the latter 
character, American Airlines 
$3.50 pfd. is within a few points 
of conversion value, and while the company’s early 
outlook, in common with its industry, is quite un- 
inspiring, the inherent growth justifies hope that 
the current problems will eventually be solved. 
Meanwhile, the preferred dividend has been covered 
so generously that nothing short of a complete col- 
lapse of the industry could threaten it. The price 
could drop further but there would be a floor under 
it, probably at around 80, as the yield on the $3.50 
dividend approaches normal income rates. Thus, the 
issue does provide a vehicle for speculation on the 
future growth of the industry with a strict limita- 
tion upon downside risk. 

> Like a number of companies, United Aircraft 
has several convertible issues, and since the $4 divi- 
dends are identical here, these are designated by 
dates. 

© The 1955 issue is not too far above its conver- 
sion value and therefore has a heightened specu- 
lative interest, but by the same token it would 
suffer if this manufacturer were to cut its narrowly 
covered 50¢ quarterly common dividend. 


(except National 


© The 1956 series is more remote from conversion 
and sells primarily on an income basis. Dividend 
coverage on both issues, although sharply reduced 
last year, is still wide enough to justify a high qual- 
ity rating. The reduced yield, particularly on the 
1955 issue, is part of the price the purchaser must 
pay for his call on possible high corporate success. 

®& The convertible preferred of El Paso Natural 
Gas, although only a few points above conversion 
value, gives a relatively high yield (4.7%) for an 
issue of this quality, and on this basis should be 
considered attractive. The company has, however, 
been confronted by increasing problems and has 
also exhausted its tax loss carryover brought in 
with Pacific Northwest Pipeline. This suggests that 
resumption of its former rapid growth is not in 
immediate prospect, so (Please turn to page 257) 
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Where They Stand 


While the market analysts de- 
bate what the Dow industrial 
average might do next week, next 
month or next year, it might be 
of momentary interest to note 
what the 30 stocks in it have 
done so far in 1961. The average 
is up about 15% since the end of 
1960. In rounded figures, the big- 
gest losers are Westinghouse 
Electric, off about 19% for the 
period, Aluminum Co. of America 
18%, Owens-Illinois Glass 10%, 
Swift & Co. 10%. Off slightly or 
virtually unchanged are Eastman 
Kodak, General Electric and U. S. 
Steel. The following are up less 
than half as much as the average: 
Allied Chemical, Bethlehem Steel, 
Johns-Manville, Standard Oil of 
Calif., and Union Carbide. Eleven 
others of the 30 are up moderate- 
ly less or moderately more than 
the average. Where did the 15% 
over-all gain come from? Largely 
from 1961 advances to date 
roughly two to three times that 
of the average by American To- 
bacco, Chrysler, General Foods, 
International Nickel, Procter & 
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Gamble, and Sears Roebuck. 
Old Highs 

At this year’s best level, 20 of 
the 30 Dow-Average stocks re- 
mained under highs set in 1959 
or early 1960. Chrysler and Swift 
remained below 1955 tops; Alu- 
minum Co., Anaconda and United 
Aircraft under 1956 highs; 
Standard Oil (Jersey) below its 
best 1957 level. If you look at the 
30 stocks individually, you wonder 
how “the Dow” can go to 800, or 
1,000 or what have you in 1962, 
as some of the glib tipsters pre- 
dict. 








Chemicals 


Demand for chemicals is still 
growing, but profits of producers 
are generally lagging. There is 
more than ample capacity. So, 
with over-all economic activity at 
a record level, there is price cut- 
ting on a variety of items. You 
still hear some bullish talk ‘“‘for 
the long term” by Wall Street 
market-letter writers, but it does 
not impress sophisticated inves- 
tors. It has been some time since 
the market rated the chemical 
stock group as a whole as merit- 
ing the “growth-stock” tag. At 


























INCREASES SHOWN IN RECENT EARNINGS REPORTS 
1961 1960 
Creole Petroleum .......... Siaiacainicdeditianueiinsisdaina 9 mos. Sept. 30 2.34 1.98 
I Tas Quar. Sept. 30 .83 77 
EE Oe OEE IE Quar. Sept. 30 .70 43 
EE NE iis ceisiesunilusiabisbilbeiiiilll Quar. Sept. 30 59 45 
| I, III TOI iia scicisciensensesoecenmnreininn Quar. Sept. 30 52 47 
| Smith-Corona-Marchant Quar. Sept. 30 25 Ao 
EN IIE III. os cassshnneictimenstnsinnninntiill Quar. Sept. 30 .29 .25 
PIII TINE scicsnsscnindicsnahpepeseninzansionhoniions 9 mos. Sept. 30 1.22 1.11 
RUE SUI TI, 5: cnceinssisttilktgbbclannitienbileinisieibsia 9 mos. Sept. 30 1.07 40 (I 
I IN IND is ciccnistisasensscrtisitinicndienaansabacssaie Quar. Sept. 30 24 16 
——— 
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present, the group is about 138% 
under its 1959 high, little more 
than 6% above its best 1956 level, 
while, on the latter comparison, 
the industrial list is up about 
35%. 


Another Look 


Allied Stores was recommended 
in the September 23 issue at 6114. 
Now around 65, it still appears to 
be among the cheaper of the re- 
tail issues . American Enka 
was recommended in the July 29 
issue at 28 and is currently 
around 41. Stay with it... U.S. 
Tobacco was recommended in the 
May 6 issue at 30 and has come 
to life recently with a rise to 39. 
We see no reason to sell it yet... 
In the June 17 issue, basis for 
rise in Singer Mfg. was cited at 
99. Now at 126, the stock has 
fared well. Stay with it... Spar- 
tans Industries was recommended 
in the September 6 issue at 39. 
The stock got going recently and 
is around 44, We think it could 
rise considerably more over a 
period of time . Revlon was 
recommended many months ago 
at a low level, ran up to 84 for 
the present split shares and is 
currently around 70, following a 
substantial sell-off and some re- 
cent rally. Due to introductory 
costs, the anti-wrinkle skin cream 
Eterna-27 will not add to 1961 
earnings. Nobody can say whether 
1962 profit on this product will 
be big or moderate. But mean- 
while, on “regular” earnings, the 
stock is not significantly out of 
line in valuation with the cos- 
metics-toiletries group. Stay with 
It. 

Textiles 

The textile industry is having a 
pronounced revival in sales and 
earnings, especially in the case of 
synthetic fibers and _ products 


made therefrom. American Enka, 
cited above as a previous recom- 
mendation made here, is of course 
participating in it. J. P. Stevens, 
a major diversified company, was 
cited here last April, with the 
stock at 29. It is now at 32 and 
has at least moderate further 
potentials. At the same time the 
stock of Burlington Industries, 
largest in the industry, was re- 
commended at 20. Now at 211s, 
it has done little; but the im- 
proved profit situation and pros- 
pect are indicated by the recent 
boost in the dividend rate from 
$0.80 to $1.00, thus restoring half 
of the cut made earlier this year 
from $1.20. The latter could be 
restored by or before mid-1962. 
The stock might well have a 
potential of 20°°-25° from the 
present level. 


Another 


Beaunit Mills makes rayon and 
chemical fibers, fabrics and gar- 
ments (mainly women’s under- 
wear). It formerly had a con- 
siderable stake in rayon tire cord. 
Severe price cutting in this prod- 
uct, in a battle with nylon tire 
cord for the market, was largely 
responsible for cutting profit from 
$4.42 a share in fiscal-1955 to 
$1.38 by 1958. There was a re- 
covery to $3.12 in the following 
year, a fall to $1.60 in the year 
ended last March 31. However, 
tire yarn business is around only 
a fifth of the total now; and 
other lines are picking up. De- 
spite a poor start in the June 
quarter, current-year profit should 
rise 50% to 60% above last 
year’s; and it might reach an 
annual rate around $3.25 by the 
final fiscal quarter (first quarter 
of calendar 1962). Dividends are 
at a $1.00 rate. Now at 22, yield- 
ing about 4.5°, the stock reached 
30 in 1959 on net of $3.12 a share. 











Copperweld Steel .... 
Freeport Sulohur Co. . 
McKesson & Robbins . 
Neptune Meter Co. ........ 
Quaker State Oil Ref. ..... 

| Diamond Alkali neeais 
Gladding, McBean & Co. .. 
McGraw-Hill Publishing 
es 





DECREASES SHOW IN RECENT EARNINGS REPORTS 


1961 1960 
9 mos. Sept. 30 $.43 $1.88 
Quar. Sept. 30 34 41 
..- Quar. Sept. 30 49 59 
.. Quar. Sept. 30 .40 61 
. Quar. Sept. 30 32 72 
Quar. Sept. 30 85 1.07 
Quar. Sept. 30 32 43 | 
9 mos. Sept. 30 .67 82 
9 mos. Sept. 30 2.04 2.33 | 
40 weeks Oct. 7 94 1.40 
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The indicated speculative possi- 
bility is sizable, justifying recom- 
mendation of the issue. 


Inside The Market 


Stock groups performing bet- 
ter than the market at this writ- 
ing include aircraft, automobiles, 
banks, drugs, dairy products, 
food brands, farm equipment, de- 
partment stores, food stores, in- 
surance stocks, motion pictures, 
electric utilities, and tobaccos. 
Some principal lagging groups 
are aluminum, air lines, building 
materials, chemicals, meat pack- 
ing, paper, sugar and tires. 
Strong 

A partial list of industrial 
stocks reflecting above - averag« 
demand at this time includes: 
Associates Investment, American 
Enka, Beatrice Foods, Consoli- 
dated Cigar, Dover Corp., Gerber 
Products, Gillette, Grace, Jewel 
Tea, Mercantile Stores, Pennsalt, 
Schering, Singer Mfg., and Wrig- 
ley. 


Weak 

Current behavior of the fol- 
lowing stocks is unimpressive: 
Allied Chemical, American Mo- 
tors, American Machine & 
Foundry, Boeing, Clevite, Bethle- 
hem Steel, Dow Chemical, General 
Baking, General Telephone & 
Electronics, Hoffmann Electron- 
ics, International Shoe, Electric 
Storage Battery, Kaiser Alumi- 
num, Lone Star Cement, Flint- 


kote, Fenestra, Giant Portland 
Cement, Lowenstein, Swift and 
Vendo. 


Starting Where? 


Studies of “growth = stocks” 
generally cite average annual 


growth of per-share earnings 
over the past five years or ten 
years. There can be, however, 
a good deal of happenstance in- 
volved, depending on the starting 
year of the record. For instance, 
Minneapolis-Honeywell had profit 
growth of about 149% in eight 
years through 1960, but only 56% 
in ten years through 1960 and 
only 10% in the four years 1957- 
1960. From the peak 1959 level, 
shrinkage was nearly 11% in 
1960 and it may be nearer 20% 
by the end of 1961. Looking at 
the recent and current trends, is 
this still a growth stock? We 
doubt it. END 
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THE BUSINESS FORECASTER OF PRODUCTIVE ACTIVITY 
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W in the many revolutionary changes in our economy, 
it was evident that various indicators previously used should 
be dropped and new ones substituted, in order to more accu- 
rately forecast developing business trends. 
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(t}—Seasonally adjusted except stock and commodity prices. 
(a)>—Computed from ¥. W. Dodge 
(h)—Computed from Dun & Bradstreet data. 
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This we have done in our Trend Forecaster (developed 
over a period of several years), which employs those indicators 
(see Components of Trend Forecaster) that we have found to 
most accurately project the business outlook. 

As can be seen from the chart, tndustrial activity in itself 
is not a true gauge of the business outlook — the right answer 
can only be found when balanced against the state of our 
economy. The Trend Forecaster line does just that. When it 
changes directions up or down a corresponding change in our 
economy may be expected several months later. 

The depth or height of the developing trend is clearly pre- 
sented in our Relative Strength Measurement line, which re- 
flects the rate of expansion or contraction in the making. 
When particularly favorable indications cause a rise that 
exceeds plus 3 for 2 period of time, a sustained advance in 
general business is to be expected. On the other hand, penetra- 
tion of minus 3 on the down side usually indicates that an 
important contraction is in the making. 

We believe that subscribers will find our Business Trend 
Forecaster of increasing usefulness both from the investment 
and business standpoints. 


Current Indications of the Forecaster 


Divergent fluctuations have characterized the 
components of the Forecaster in recent months but 
the longer-term trends are still favorable. In the 
latest month for which data are available, four of 
the indicators advanced, three declined and one held 
unchanged. The gainers included: new orders, which 
scored their seventh increase in a row, housing 
starts, which recovered part of their earlier loss, 
new incorporations, which reached a 26-month peak 
and liabilities of business failures (inverted), which 
showed improvement after elimination of a large 
non-representative failure. Declines took place in 
stock prices, which were off slightly in October but 
have scored a sharp advance in early November; 
non-residential construction contract awards, which 
turned down after a 3-month rise, and industrial 
commodity prices, which have weakened further in 
the first few days of this month. 

The Relative Strength Measure is still hovering 
a little above the plus 2 level, and thus continues 
to signal further gradual improvement in business 
in the months ahead. 
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CONCLUSIONS IN BRIEF 


PRODUCTION — Auto factories now humming and grad- 
val improvement is taking place in output of steel, 
paperboard, lumber, most other lines. Look for further 
gains in the months ahead but no big boom in output. 

a 


TRADE — Strength has finally appeared in consumer 
buying, led by new cars, appliances and apparel. Trend 
of personal income, savings and debt all favorable to 
further increases in consumer demand. 


MONEY & CREDIT — Administration attempts to stem 
gold outflow by pushing up short-term money rates is 
succeeding for the time being. Longer term bond yields 
should creep up slowly as gradual increases in outlays 
for inventories, as well as expansion projects, swell 
demand for credit. 


COMMODITIES — General price level still stagnant de- 
spite jump in active money supply and sporadic weak- 
ness in certain industrial materials which are under 
pressure of Japanese austerity program. Recent strong 
uptrend in supply of money, rising business activity and 
increased consumer spending should all contribute to a 
firming up of prices in the months ahead. 
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HE economy is moving forward again after 

faltering a bit in September and early October. 
With such temporary factors as the auto strikes 
and Hurricane Carla out of the way, the basic up- 
trend that began early this year has again asserted 
itself. At the same time, doubt regarding the out- 
look, which had gained currency in some quarters 
as a result of the recent period of hesitation, ap- 
pears to be giving way to another upsurge of 
confidence. 

These sharp swings in sentiment, which are often 
based on developments of only temporary signifi- 
cance, tend to mislead the unwary observer. In or- 
der to sort out the basic trends from the transient 
shifts and changes of small importance, it is neces- 
sary to concentrate on the underlying forces which 
exert a decisive effect on business in general. Ana- 
lyzing recent developments from this point of view, 
it is reasonably clear that the expanding phase of 
the business cycle still has some way to go. 

For one thing, the consumer, on whose spending 
proclivities the vigor of further recovery now de- 
pends in great part, finally appears to be loosening 
up his purse strings to a significant extent. In fact, 
some economists claim that retail sales spurted to 
a new high in October, a prediction based on the 
month’s rise in department store trade, the strong 
resurgence of auto demand and the Dun & Brad- 
street estimate that retail sales last month were 
running more than 2% ahead of a vear ago, Al- 
though all these indications are straws in the wind 

(Please turn to the following pag: 
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Latest Previous Year 

THE MONTHLY TREND Unit | Month Month Month Ago 

INDUSTRIAL PRODUCTION® (FRB) ........ 1947-'9-100 | Sept. 169 171 162 

Durable Goods Mfr. ........ccccecseseeseeseees | 1947-'9-100 | Sept. 171 175 166 

Nondurable Goods Mfr. .. «| 1947-"9-100 | Sept. 170 169 159 

Mining | 1947-'9-100 | Sept. 129 129 127 

RETAIL SALES* | $ Billions | Sept. 18.2 18.2 18.1 

BU TEIIIEID : cccdstninenceccnnhsnssesiineiiiaiinns | $ Billions Sept. 5.5 5.5 5.8 

Nondurable Goods ...........c.cssssessseseees $ Billions Sept. 12.6 12.7 12.3 

Dep't Store Sales ...........ssssssssssnsssesen | 1947-'9-100 | Sept. 150 150 144 

MANUFACTURERS’ 

New Orders—Total® ...............00-sesseeeee $ Billions Sept. 32.3 32.2 30.4 
I EIEN srtiiccsnvsnsinsenscreccsennints | $ Billions Sept. 15.7 15.7 14.6 
Nondurable Goods | $ Billions | Sept. 16.6 16.5 15.8 

Shipments” .............. $ Billions Sept. 31.5 31.5 30.1 
Durable Goods $ Billions | Sept. 15.0 15.1 14.4 
Nondurable Goods .........ssssssssseeeee | $ Billions | Sept. 16.5 16.4 15.7 

BUSINESS INVENTORIES, END. MO.* . | $ Billions Sept. 92.7 92.1 93.1 

EET eR | $ Billions Sept. 54.4 54.0 54.7 

I $ Billions Sept. 13.6 13.6 13.1 

PRI cciscssicinisaniaietatncincsinesuinncinnnniie $ Billions | Sept. 24.7 24.5 25.3 

BE, BROOD UBIO nrcenenececoscescinicnnissereen 1947-'9-100 | Sept. 169 166 169 

CONSTRUCTION TOTAL— .............cc000000 $ Billions Oct 58.5 58.6 55.6 

SND -sascsiacensiccesaanseidsineiniiainincininieitantiatiy $ Billions Oct 41.3 41.6 39.2 
SII siivscisiniteennisdictnianiamnpiotionnionns $ Billions Oct 23.6 23.7 21.8 
OD cnincinsittinisnpiiiinithitbicudiinnamanaatta $ Billions Oct 17.7 17.9 17.4 

Housing Starts*—a .......cccccsseecesseereenees Thousands Sept 1360 1321 1089 

Contract Awards, Residential—b ....... $ Millions Sept 1620 1589 1277 
CS CNT eee $ Millions Sept 1620 1954 1842 

EMPLOYMENT 

I III ‘siinciicveiininnigneiminsinaniniasiamniall Millions Sept. 67.0 68.5 67.8 

Non-farm® Millions Sept. 53.4 53.4 53.0 
IP vicuccscrsctstiinieinininmncinais | Millions Sept. 8.9 8.8 8.5 
Trade* Millions Sept. 11.6 11.7 11.7 
Factory ® ....cccrccocrcescocreccerecreoceesescossees Millions Sept. 12.0 11.9 12.2 

Hours Worked® ........cccssersesereee | Hours Sept. 39.3 40.0 39.1 

Hourly Earnings .........0cecerees | Dollars Sept. 2.34 2.34 2.30 

Weekly Earnings ..........:0seesee | Dollars Sept. 92.66 93.83 91.08 
PERSONAL INCOME? ..............cccccceeeeseees | $ Billions Sept. 420 419 406 

Wages & Salaries ......ccc:ssssesssesssseesenes | $ Billions Sept. 283 283 273 

Proprietors’ Incomes ...........c-sseeeeeeee | $ Billions Sept. 61 61 60 

Interest & Dividends .................sceeeeee $ Billions Sept. 42 42 4) 

Teemafar Payments ...:cccesecse-csesccsccsseess | $ Billions Sept. 33 33 30 

ee eT | $ Billions Sept. 17 17 17 

COPSEUIIAER PRICES .ncccrecsccsccerccccsssseccssees | 1947-'9-100 Sept. 128.3 128.0 126.8 

PIE deccccensenaareinaminninnsieniinnmnnneniastianstsin | 1947-'9-100 Sept. 121.1 121.2 120.2 

Clothing ......c.cc.ccccororersrscrsereressssseroseens 1947-'9-100 | Sept. 177.1 109.9 110.6 

Heeling  .ccccccccccescocsecccccccecsncesecososeocsonse 1947-'9-100 Sept. 132.6 132.3 132.0 

MONEY & CREDIT 

Active Money Supply*—-u  .........00 $ Billions Oct. 143.8 142.2 139.9 

Bank Debits*—g ..........c.cr.ssrscsrerseee $ Billions Sept. 100.2 102.4 96.2 

Business Loans Outstanding—c, v .. | $ Billions Sept. 31.9 31.5 31.7 

Instalment Credit Extended*—v ....| $ Billions Sept. 4.0 4.1 4.1 

instalment Credit Repaid*—v ......... $ Billions Sept. 4.1 4.1 4.0 

FEDERAL GOVERNMENT 

NE TRRIIIN aiicsscecasceicesascesessarnets | $ Billions Sept. 8.9 6.4 9.0 

Budget Expenditures 0.0.0... $ Billions Sept. 6.8 7.6 6.8 

Defense Expenditures .............c.cce00 $ Billions Sept. 3.8 4.1 3.8 

Surplus (Def) cum from 7/1 ........ '$ Billions Sept. (2.4) (4.6) (1.2) 





PRESENT POSITION AND OUTLOOK 





rather than exact measures of the 
level of consumer demand for 
goods, they nevertheless point to 
the conclusion that the public is 
finally spending more freely. 

Gains in orders received by 
manufacturers also foreshadow 
better business ahead. These or- 
ders reached an all-time high in 
September and the National As- 
sociation of Purchasing Agents re- 
ports that a majority of firms 
experienced further gains in in- 
coming orders in October. New 
orders are well above shipments 
and order backlogs are rising, all 
of which provides a healthy base 
for expanding output. 

No analysis of business pros- 
pects can ignore two of the most 
volatile sectors of the economy, in- 
ventory investment and outlays for 
new plant and equipment. For the 
shorter term, the degree of ex 
pansion hinges to a great extent 
on the rate of inventory buying. 

Inventories moved ahead strong- 
ly in September, with a $600 mil- 
lion rise, but the question to be 
answered is whether the upswing 
represented real demand by busi- 
nessmen who are trying to build 
up stocks or whether it was the 
result of insufficient consumption 
and a weakening of the upturn it- 
self. There are several reasons for 
the sharp rise in stockpiling in 
September, but none of them point 
to a topping out of the recovery. 
Part of the increase undoubtedly 
represented accumulation by in- 
dustries trying to rebuild stocks 
that were clearly inadequate, judg- 
ing by the extremely low ratio of 
inventories to sales in recent 
months. Furthermore, involuntary 
increases in stocks are reflected in 
rising business holdings of fin- 
ished goods and declines in the 
level of purchased materials. The 
pattern is quite different today, 
however, with investment in pur- 
chased materials in a strong up- 
trend. Further increases in inven- 
tories thus appear to lie ahead, 
although the rate of advance is not 
expected to match the pace set in 
September. Future gains in stock- 
piles will bolster business to some 
extent, but a gradual rise rather 
than any big boom appears to be 
in the cards. 

Capital spending is also going 
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QUARTERLY STATEMENT FOR THE NATIONAL E Y 
CONOM PRESENT POSITION AND OUTLOOK 
In Billions of Dollars—Seasonally Adjusted, ot Annual Rates —--- 
a pameeenoen —| to be a plus factor in the months 
- —— —1960— shes : ‘ 
SERIES Quarter Quarter Quarter Quarter ahe ad, alth« ugh her e, too, the 
mn " ' ne gains are apt to be relatively mod- 
— ee _ 28 ass } 2} 2ne 2 ‘pp J 
GROSS NATIONAL PRODUCT .................. | 526.0 516.1 500.8 505.1 a pe cao age eee Geverep ? 
Sarcanel Consenetion ................... | 3420 336. 320.7 329.7 mu¢ greatel interest in expan- 
Sesteaeeseg- “een y cee aaa a | “730 68.8 59.8 70.5 sion than is now the case. 
TES ee eee 2.5 3.9 5.3 3.0 N _ . . . 
¥ . ‘ pf =W ve S > P > 
Government Purchases ...............c.000000+ 108.5 107.3 105.0 101.9 Ps a pr entione, tine introduction 
Federal ............ (ERA 56.9 56.6 547 sao | Of Improved products and the con- 
3" Sea 51.6 50.6 50.3 48.0 tinued striving for greater effi- 
ai: pon pan pe pm ciency are all acting as stimulants 
Sci eaten: Pencnenne 52.5 51.5 $0.4 $0.8 to increase capital spending, while | 
Disposable Income 367.8 361.8 354.3 354.4 | €Xcess capacity and sharp competi- | 
cencnraen Sapeatinnees 8 336.1 330.7 329.7 tion are negative factors. On bal- | 
ersonal Saving—d ....... 38 25.8 23.7 246) ance, and taking the thus-far 
CORPORATE PRE-TAX PROFITS 45.2 39.6 43.2 spotty advances in corporate ap- 
Corporate Taxes ........... ; 22.4 20.0 21.7 propriations for new plant and 
Corporate Net Profit 22.4 19.6 21.4 : : . ’ 
Dividend Payments .... 14.3 14.2 14.2 141 | equipment into account, only mod- 
Retained Earnings ......... 8.6 5.8 76 erate gains are to be expected 
from this sector. 
PLANT & EQUIPMENT OUTLAYS | 35.9 34.8 33.9 35.9 . : : 
Essentially the same pattern is 
THE WEEKLY TREND revealed by the huge construction 
industry. Based on the trend of 
Week ame Seiten one contract awards we can expect a 
Ending | Week Week Ago continued high level of activity 
—————————— —— — « . . sw yrs ‘ ‘ re ye) 
MWS Business Activity Index*....| 1935-’9-100 Oct. 28 | 3247 3238 3003 a gradual advance, but 
MWS index—Per capite’........... 1935-'9-100 | Oct. 28 | 2293 2287 2162 no sharp spurt. 
Steel Production Index”............-. 1957-’9-100 | Oct. 28 | 1104 1094 82.9 With the leading areas of pri- 
Auto and Truck Production ........ | Thousands | Nov. 4 189 194 171 Vv; * _ sands = . 
ate business pointing to further 
Paperboard Production .............. | Thousand Tons | Oct. 28 | 356 355 318 moderate pe! = ; - nase nr 
Paperboard New Orders ... Thousand Tons | Oct. 28 | 330 325 300 — a So ee 
Electric Power Output® ....cccccceue- 1947-'49-100 | Oct. 28 | 299 298 273 spending in a steady uptrend— 
Freight Carloadings ..............0- | Thousand Cars | Oct. 28 | 648 651 621 despite the Administration’s hesi- 
at one angaga wa 1000-9408 | - On. 38 152 163 1 tant gestures in the direction of 
partment Store Sales ............. -'9- : se er 4 ; es f.. 
te lad bart | a 2 43.9 $4 WA thrift a further upturn of indefi 
errant “semi tes “a Oct. 26 304 398 331 nite duration is in prospect. 











*Seasonally adjusted. (a)—Private starts, at annual rates 


centers. (na)—Not available. (r)—Revised. 


. (b)—F. W. Dodge unadjusted dota. (c)—Weekly reporting member banks. (d)—Excess of 
disposable income over personal consumption expenditures. (e)—Estimated. (f)—Estimated by Council of Economic Advisors. (g)—337 nen-financial 
& Bradstreet. (t)—Seasonally adjusted, annual rate. (v)}—End of month 


(s}—Data from Dun 
data. Other Sources: Federal Reserve Bd., Commerce Dept., Securities & Exch. Comm., Budget Bureau. 
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No. of 1960-61 1961 Nov. 14, 1936 Cl.—100) High Low Oct. 27 Nov. 3 
Issues (1925 Cl.—100) High low Oct. 27 Nov. 3 High Priced Stocks ..................... 342.8 262.7 337.8 340.6 
Composite Average 550.0 410.9 529.9 537.7 Low Priced Stocks ...........cccscs-e00e0 729.8 527.6 673.5 687.4 
4 Agricultural Implements ....... 497.2 346.4 408.5 423.9 S Ge GI ceemnmsertescenscescesnens 1226.0 810.8 1072.7. 1072.7 
3 Air Cond, ('53 Cl.—100) ...... 176.9 105.8 153.4 155.9 4 Investment Trusts ...... 173.5 136.5 165.1 169.3 
10 Aireraft & Missiles ............... 1393.5 861.9 1232.7 1222.0 3 Liquor (‘27 Cl.—100) ........... 1548.9 1098.2 1419.8 1466.8 
7 Airlines (‘27 Cl.—100) ......... 1163.6 7367 919.5 952.0 7 Machinery 647.3 402.9 554.8 559.7 
4 Aluminum (‘53 Cl.—100) ..... 521.3 329.1 329.1 341.2 3 Mail Order 494.2 364.2 469.9 461.8 
5 Amusements ............cc.0cee0-000 427.0 209.3 346.5 358.9 4 Meat Packing ..........0-0000-0008 313.9 223.9 269.8 280.2 
5 Automobile Accessories ........ 531.1 401.0 459.2 463.3 4 Mtl. Fabr. (‘53 Cl.—100) ...... 208.6 132.4 171.3 175.5 
5 Automobiles ........................... 157.0 90.8 122.6 124.4 9 Metals, Miscellaneous 313.3 463.3 470.0 
3 Baking (‘26 Cl.—100) ........ 44.6 34.9 39.0 38.6 © FRO enceriimmnce 867.3 1139.2 1139.2 
4 Business Machines ................. 2073.4 1159.1 1943.0  2073.4H | 16 Petroleum ........ccccccccocccsccessseses 609.0 735.7 742.9 
|, Cn 657.3 827.5 842.4 16 Public Utilities ..................... . 341.6 508.4 516.4H 
3 Coal Mining 41.0 27.2 39.9 41.0H 6 Railroad Equipment .............. 111.7 75.8 100.5 102.9 
4 Communications ..................... 257.6 199.9 242.3 246.7 en 70.1 49.9 58.1 59.2 
OP IID cnecicscsesennseisnedinns 235.2 143.3 228.4 228.4 2 Se IED ctecnasiienmminenene 1096.6 690.3 1059.1 1087.3 
0) ne 1135.0 824.6 1100.3 1109.0 ee 464.9 325.4 363.2 366.6 
5 Copper Mining ...........00-.--. 399.3 275.4 327.7 336.0 © GOT cnnsecseessns 100.9 63.0 79.5 82.2 
2 Dairy Products ............--00-++ 250.8 146.8 248.8 250.8H SD OE eee 874.7 563.1 733.6 733.6 
5 Department Stores ................ 223.5 135.2 225.0 225.0 11 TV & Electron. (‘27—100).... 130.4 86.8 115.9 119.8 
5 Drugs-Eth. (‘53 Cl.—100) ..... 474.7 360.4 438.1 449.9 Be PD ceetniiincienncnsininemntentinns 264.2 183.3 250.6 256.5 
§ Elect. Eqp. (‘53 Cl.—100) ..... 409.4 310.7 392.2 395.6 3 Tires & Rubber .. 255.9 170.6 235.3 233.5 
3 Finance Companies .............- 1163.9 648.8 1115.8 1115.8 ij}. ee 344.3 182.5 332.8 344.3H 
5 Food Brandis ................ — ie 419.3 858.7 869.9H | 3 Variety Stores 409.5 349.3 489.5 406.0 
DO ea 331.0 232.1 323.5 328.5 16 Unclassifd (49 Cl. — 100)... 337.7 224.0 295.5 293.1 
H—New High for 1960-1961. 
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SPOT MARKETS— Among leading commodities, metals were FUTURES MARKETS—Downward tendencies were evident in most 








under pressure in the two weeks ending November 3 and 
as a result, the BLS daily index of 22 sensitive commodities 
fell 1.2% to close at 83.1, after reaching its lowest level since 
January. Steel scrap was especially weak, with the price 
falling $7, to close at $31 a ton. The Japanese austerity 
program, which has reduced demand for steel scrap exports 
was a contributing factor. Copper scrap, lead scrap, burlap, 
rubber and wool tops also declined. 

Broad-gauge commodity indexes, meanwhile, remain in a 
narrow range and the BLS comprehensivve weekly price 
index was unchanged in the three weeks ending October 31. 
Firmer prices appear to lie ahead, however, as the result 
of a growing money supply, increasing consumer demand 
and an uptrend in buying for inventory. 
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HOLESALE COMMODITY PRICES 


commodity futures markets during the fortnight ending 
November 3. The Federal budget deficit which normally 
exerts inflationary effects, appears to be having an opposite 
effect on farm products at present, as the result of fears 
that the Government may try to reduce spending by cutting 
price supports. 

Wheat futures were moderately lower in the period and 
the May option lost one cent to close at 2105. Depressing 
factors included increased Government sales of wheat from 
itss own holdings and expectations that the Agriculture 
Dept. would restrict exports of soft red wheat to assure 
sufficient supplies for next season. Meanwhile total wheat 
exports remain high and a holding movement by farmers is 
supporting prices. 











BLS PRICE INDEXES Latest 2 Weeks 1 Yr. Dec. 6 
1947-1949—100 Date Date Ago Ago 1941 

All ¢ diti Oct. 31 118.6 1186 119.6 60.2 
Farm Products  .........c0.++0 Oct. 31 86.3 87.0 89.5 51.0 
Non-Farm Products _...... Oct. 31 127.3 127.2 128.0 67.0 
22 Sensitive Commodities .. Nov. 3 83.1 84.1 83.0 53.0 
fre Nov. 3 748 743 75.8 465 

13 Raw Ind’‘l. Materials.. Nov. 3 89.2 91.3 88.2 583 
PT meennees Nov. 3 90.9 956 89.2 546 
2 ee Nov. 3 84.3 84.7 80.7 56.3 








MWS SPOT PRICE INDEX 
14 RAW MATERIALS 
1923-1925 AVERAGE—100 
AUG. 26, 1939—63.0 Dec. 6, 1941—85.0 





1961 1960 1959 1953 1951 1941 


High of Year ...... 158.4 160.0 161.4 1623 215.4 85.7 
Low of Year ..... 150.5 151.1 152.1 147.9 176.4 74.3 


Close of Year .... 151.2 158.3 152.1 180.8 83.5 





DOW-JONES FUTURES INDEX 
12 COMMODITIES 
AVERAGE 1924-1926—100 





1961 1960 1959 1953 1951 1941 


High ef Year .... 149.0 148.7 152.7 1668 215.4 84.6 
lew of Year ...... 141.2 141.2 144.2 153.8 1748 55.5 
Close of Year .... 141.2 147.8 166.5 189.4 84.1 
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Convertible Preferreds 





(Continued from page 249) 
that no heavy emphasis should 
be placed on the conversion privi- 
lege at present. 

&> Other issues which are just 
riding along on conversion value 
include General Acceptance 60¢, 
General Telephone $2.18, Pittston 
Co. $3.50, Textron $1.25 and 
Chesapeake & Ohio $3.50, so that 
these issues should be appraised 
essentially as common stocks, in 
the light of the general outlook 
for their companies. As _pre- 
ferreds, however, these stocks do 
have some downside protection, 
and therefore do combine greater 
safety with their equal apprecia- 
tion prospects. The cost of this 
protection can be illustrated suc- 
cinctly by the difference between 
C. & O.’s 3.6% yield on the pre- 
ferred and 6.8% yield on the 
common. 


Issues More Remote from Conversion 


Among issues where the con- 
version privilege is of scant im- 
mediate interest, Allis-Chalmers 
$4.08 preferred gives a meager 
42% yield, unattractive even 
though the dividend is covered 25 
or 30 times over, and the outlook 
for the company is not such as 
to generate hope for any early 
renaissance. 

Likewise, Crucible Steel Pfd. 
has negligible attraction as a con- 
vertible—the common has never 
closely approached the conversion 
figure—but the yield is a some- 
what more generous 5.0%. Even 
this does not make the issue par- 
ticularly attractive in the light of 
its relatively speculative charac- 
ter. Dividend coverage here can 
fluctuate sharply; last year it 
dropped to about 214 times. 

Although Flintkote $4.50 Pfd. 
is still far from conversion value 
(which it touched briefly in 1959) 
the fair yield together with the 
aggressive expansion program 
that is being carried out would 
justify retention, despite the re- 
cent common dividend cut. 

Kaiser Aluminum 4°/,% Pfd. of 
1957 may be worth holding as an 
ordinary preferred but conversion 
value is too distant to be worth 
thinking about; the typical spec- 
ulator simply does not have that 
much patience. The same com- 
pany’s 1959 convertible has a 
slightly less favorable exchange 
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What’s Behind the 
Growth in Publishing? 
Stock Exchange Magazine 
Examines 10-Year Record 


Order today — Exchange Magazine makes a welcome 
Christmas Gift—only *1.50 a year 


fou’ll find THE EXCHANGE Maga- 
zine, published by the New York 
Stock Exchange, crammed with 
useful facts and figures on cur- 
rent business. Send in the coupon 
today —for yourself or someone 
who would enjoy it asa Christmas 
gift — just $1.50 for 12 monthly 
issues. Here are a few samples of 
up-to-the-minute articles in the 
November issue. 


More Growth for Publishing? 


Changes in our political, business 
and scientific worlds—and expand- 
ing school enrollments—have had a 
lot to do with sending book pub- 
lishers’ sales over the billion- 
dollar mark. Revised textbooks 
and encyclopedias — plus a_ boost 
from paperbacks — have helped in- 
crease sales 10-12% a year over 
the last decade. Result: brokers 
and analysts are keeping a sharp 
eye on the publishing trade. The 
November issue of THE EXCHANGE 
Magazine reports the details and 
offers illuminating charts on earn- 
ings and dividends for publishers 
listed on the New York Stock 
Exchange. 


New York Sets the Pace 


While California takes aim at its 
target of becoming the nation’s 
leading business and industrial 
state, one criterion—new listings 
on the New York Stock Exchange 
—still favors New York. The No- 
vember issue compares the rec- 
ords of the two big states and 
shows more newly listed com- 
panies are headquartered in New 
York. You’ll find a full report on 


newly listed companies by state 
and region. Another chart shows 
new listings by industry. 


New Markets for Aluminum 


The President of Reynolds Metals 
Company discusses a paradox con- 
fronting the industry—growth and 
over-capacity—in frank terms. In 
the November issue of THE 
EXCHANGE Magazine, Richard S. 
Reynolds, Jr., describes how the 
use of aluminum is spreading into 
nearly every phase of our daily 
living. It’s an authoritative view 
in depth of a key industry. 


$10 Billion in Dividends? 

It’s possible that this record 
amount might be paid out in 1961 
in dividends on common stocks 
listed on the New York Stock Ex- 
change. At the end of the first nine 
months, dividends paid by these 
companies in 1961 were just short 
of $7% billion. This is 2.6% over 
payments by these same com- 
panies during the first three 
quarters of 1960. A fascinating 
story and chart show dividend 
records by industry thus far this 
year. 


Bigness of Small Investor 


How important is the small in- 
vestor? A new odd-lot study of 
25 companies listed on the New 
York Stock Exchange gives some 
eye-opening facts. For example, 
73% of AT&T shareholders have 
less than 100 shares. You’ll find 
more evidence of the importance 
of the small investor in the No- 
vember issue of THE EXCHANGE 
Magazine. 
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| Enclosed is $1.50 (check, cash, money order). | 

Please enter a year's subscription to THE EXCHANGE 

l Magazine, | 

| | 

| l 

| NAME | 

| ADDRESS I 

| ! 

| crry ZONE STATE | 

Siceas i atts hs als ied ices Se a en er es an 





257 








basis. Both of these issues, inci- 
dentally, are technically desig- 
nated as “preference,” which 
means that they are inferior to a 
preferred issue outstanding. 

> The National Distillers 414.% 
Pfd. is actually the former 
Bridgeport Brass convertible un- 
der a new name. The merged 
company is now broadly diversi- 
fied, and although it has suffered 
recently from reduced polyethy- 
lene prices, longer-term growth 
prospects in the chemical field 
shouid pretty well compensate for 
the somewhat drab outlook for 
the liquor business. Even so, the 
conversion value of the common 
is too far below the current mar- 
ket value of the preferred to jus- 
tify enthusiasm, and the present 
exchange ratio of 1.29 shares of 
common will also drop slightly, 
to 1.23 shares, next May. 

& Unique in the accompanying 
list is Owens-Illinois $4 Pfd., 
which is convertible, not into its 
own common, but into 1.05 shares 
(through September, 1963) of 
affiliated Owens-Corning Fibre- 
glas. ‘he latter company is a 
highly regarded growth situation, 
but the cost of participation in 
its future profits by present pur- 
chase of the Illinois pfd. stock is 
an abnormally low yield for an 
indeterminate period. 

& Growth in the prospective 
demand for aluminum, now run- 
ning at 75%-80% of capacity 
(not including imports), would 
probably justify purchases of 
Reynolds Metals common at its 
present sharp discount below the 
1959 high of 82, but the same 
interest can hardly be assigned 
to the convertible preferred, 
which is likely to endure a long 
wait before the exchange privi- 
lege assumes any value. Either 
immediate commitments in the 
common or investigation of other 
higher-vielding income _ issues 
would better serve the needs of 
most investors. 


Convertibles Not Generally 
Recommended 

Our somewhat negative view 
of most convertible preferreds 
does not deny that they can serve 
a useful purpose under certain 
limited circumstances. Their real 
purpose is as a hedge, to provide 
simultaneous participation in un- 
usual equity profits together with 
protection against loss in the case 
of corporate adversity. And a con- 
vertible selling approximately at 
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its exchange ratio, at the same 
time offering a_ well-protected 
yield on its own dividend that is 
closely comparable with yields on 
non-convertible preferreds, does 
come close to offering a perfect 
hedge. 

But these conditions are not 
encountered frequently, and too 
many qualifications must be at- 
tached to any recommendation of 
most cenvertible preferreds. If 
the issue is selling high above its 
income value, riding along on the 
common, it offers no advantage 
over a direct purchase of the lat- 
ter. On the other hand, if it is 
well below the conversion ratio, 
the small premium which this 
“call” may still carry will lift 
the price and depress yields. And, 
of course, many preferreds are 
not devoid of risk; the floor under 
them may often be rather spongy. 

In brief, the convertible pre- 
ferred is a hybrid that represents 
a compromise among various ob- 
jectives. Most investors can prob- 
ably fashion more satisfactory 
programs out of the appropriate 
combination of stocks, possibly 
some straight preferreds, and 
bonds. END 





The Conclave In Moscow 





(Continued from page 222) 


system of communes is collaps- 
ing, and that the Red Chinese 
government soon may have to 
proclaim some face-saving sub- 
stitute. We of the West, of course, 
would not thing of abetting this 
internal breakdown, nor would we 
try to help the guerrillas inside 
China. On the contrary, Canadian 
wheat sustains the Red Chinese 
regime, and we have used our 
influence and power to force na- 
tionalist Chinese troops out of 
Burma, where they were usefully 
harassing China’s underbelly. 


Trade with Russia Self-Defeating 


The question of the wheat 
brings up the whole problem of 
Soviet - Western trade, which 
Khrushchev also touched upon in 
his marathon speech. The com- 
munists lose no opportunitv to 
proclaim the importance of West- 
ern trade in creating a better 
political atmosphere in interna- 
tional relations. In reality, of 
course, they desperately need this 
trade, and take every conceivable 
advantage of it, fair and unfair, 


stealing patents and processes 
and giving shoddy goods in re- 
turn whenever they can. 

Nevertheless many Western 
(and particularly European) busi- 
nessmen continue blindly to at- 
tempt to increase this trade as 
much as possible, although in 
most cases they are cutting off 
their own markets when the So- 
viets are finished copying their 
machines and their techniques. It 
is apparently too much to ask 
that such aid be totally embargoed 
or that vigorous attempts be 
made to take advantage of the 
weak spots in the communist ap- 
paratus of terror. The West has 
been its own grave digger for 
more than forty years, and shows 
no sign of becoming more intel- 
ligent with age. 


Realization of Paradise Postponed 
Another Twenty Years 


> Finally, the same empty 
promises were again made to the 
Soviet people—this time for 1980, 
at which time the “workers’ para- 
dise” would be a reality. No pro- 
grams for the implementation of 
such a millennium were _ intro- 
duced, however. On the contrary, 
all signs pointed to a continued 
and increased concentration on 
capital goods and military hard- 
ware, a combination which is ill- 
conceived to bring about the con- 
sumers’ heaven. These Soviet 
economic projections are hardly 
worth mentioning, since the same 
promises have been made to the 
Russian people since the earliest 
days of the Bo!shevik regime. 

& On the political side a new 
purge seems in the offing, hardly 
a hopeful sign of the reformation 
of Soviet political dynamics. The 
80-year-old former President of 
the U.S.S.R., Klimenti Voroshilov, 
was elected to the Presidium of 
the Congress only to sit on stage 
and hear himself attacked as 
“anti- party” by speaker after 
speaker, taking their cue from 
Khrushchev. When he tried to 
answer, he was shouted down, and 
was shown leniency only after his 
abject “apology” was read to the 
assembled delegates. Apparently 
no such leniency will be shown to 
Kaganovich, Malenkov and Molo- 
tov, however, and their previous 
humiliation does not appear to 
be enough to satisfy the current 
Russian despot. At the same time 
Albania was bitterly attacked for 
not hewing one hundred percent 
to the Khrushchev line, again 
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hardly a hopeful sign of the 
“softening” of the communist at- 
titude towards mild dissent. The 
incipient struggle between Russia 
and China for influence in Albania 
may prove interesting, but the 
Russians are likely to win since 
their influence over Albania is 
much easier to exert than that of 
the Chinese. Here is another 
situation within the communist 
empire which the West could ex- 
ploit if it had the will to do so, 
but again it appears that such 
actions would be beyond not only 
the capability but even the 
thoughts of those currently in 
positions of leadership. 

> Finally, the crudest and most 
brutal move of all was the an- 
nouncement of the imminent set- 
ting off of a fifty megaton bomb 
in complete disregard of world 
opinion and United Nations reso- 
lutions deprecating such a move. 
And yet the same Western “lib- 
erals” claim that the hope of the 
world is this same United Nations 
which Khrushchev hardly bothers 
to notice, except when it can be 
used to his own advantage. 


Communist Promises Can Be Fulfilled 
— Only by Aggression 


It is interesting to speculate on 
the possibility that the combina- 
tion of relative economic weak- 
ness with ever-increasing political 
and military strength may be 
producing just the situation 
which Lenin claimed was the last 
stage of capitalism — only this 
time, it is the necessity on the 
part of Russia for the plundering 
of neighboring countries in order 
to fulfill some part of the prom- 
ises made to the Soviet people. 
This added impetus to a move- 
ment already fanatical and 
imperialistic may increase im- 
mensely the dangers to the West 
and the threat of a third world 
war. 

>In sum, the Congress just 
ended in Moscew gives no hope 
for any change in the internal or 
external dogmas of the commu- 
nist movement, dogmas from 
which it has not deviated since 
the beginning. At the same time, 
it should serve as a warning of 
the ever-increasing strength of 
the communist movement, grown 
in a single generation from a 
small nucleus of Russia bolshe- 
viks to the overlordship of one- 
third of the world. If there is to 
be any reversal of the present 
trend of the cold war (which be- 
gan, incidentally, not in 1946, but 
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in 1917) the West must finally 
bring to bear all the strength of 
its immensely superior economic 
system (it is significant that Rus- 
sia was unable to aid China dur- 
ing the recent families) and, most 
important of all, that culmination 
of the genius of man, the idea 
of individual liberty. This would 
be a combination which commu- 
nism could not resist. So far, un- 
fortunately, there has been no 
sign of the will to combat com- 
munism seriously and effectively 
If that will is not soon mani- 
fested, it will be too late, and be- 
fore long a communist world con- 
gress may be held, not in Moscow, 
but in New York. END 





Searching For Values In 
Utility Stocks 





(Continued from page 247) 
for short sales occasionally ap- 
pear in highly popular growth 
stocks which, having temporarily 
over-shot the mark, fall back 
again to a more reasonable level. 
On the buy side, utilities which 
have been depressed because of 
bad regulatory conditions may 
have possibilities for fast gains 
if and when the political back- 
ground shows improvement. Un- 
til recently, California stocks were 
in disfavor with investors be- 
cause the present governor and 
the state commission seemed to 
hold the utilities in disfavor. Sub- 
sequently, due to the fact that the 
Commission has forced the use of 
“flow-through” accounting and 
also because some rate increases 
have been granted, the two lead- 
ing stocks—Pacific Gas & Electric 
and Southern California Edison— 
have now enjoyed good recov- 
eries. If Mr. Nixon is successful 
in his race for governor the regu- 
latory climate might improve. 
Accordingly some bargains may 
still remain among the California 
stocks. 

> It’s also well to keep an eye 
on utilities which may adopt 
“flow-through.” A court decision 
is about due in Ohio in the Cin- 
cinnati Gas & Electric case, which 
could force that company to use 
flow-through, and other Ohio util- 
ities might follow suit. In general 
this would mean higher earnings 
and dividends and probably higher 
market prices, as most Ohio 
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stocks nowsell at reasonable mul- 
tiples. 

> It is also a good idea to keep 
a schedule of important rate de- 
cisions coming up, such as Con 
Edison’s current case. Public 
Service Electric & Gas for years 
sold at low levels but after win- 
ning an important rate case en- 
joyed a 50% advance (from 
around 40 to 60). The same has 
been true of some other laggards, 
such as Columbus & Southern 
Ohio Electric. Favorable rate de- 
cisions may sometimes offset 
several years of lack of growth 
in share earnings. 


In Sum 


Relative to most other indus- 
tries the utilities are, of course, 
“conservative”, but this familiar 
group designation should not be 
allowed to obscure the important 
distinctions among the various 
segments or the necessity for 
watching developments closely. 

END 
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World Oil After 
Arab Petroleum Conference 





(Continued from page 236) 
than was the case a few years 
back. 

Secony Mobil is perhaps con- 
centrating more on the reduction 
of costs than any of the other in- 
ternational giants, due in part no 
doubt to the fact that it is in a 
position to reap the most substan- 
tial benefits from such a program. 
For years its operational ineffi- 
ciency relative to other world- 
wide oil companies has been the 
talk of the industry. Profit mar- 
gins, return on invested capital 
and rate of generation of cash 
earnings have trailed those of its 
competitors by a considerable de- 
gree throughout the entire post- 
war period. Albert Nickerson, re- 
cently elevated from the company 
presidency to head its Board of 
Directors, has undertaken a vi- 
gorous program to eliminate this 
dubious distinction — and though 
the job is far from complete, is 
already getting results. At the 
end of 1960 the company was 
operating with 9,000 fewer em- 
nlovees than two vears earlier 
despite its greater volume, while 
centralized planning has greatly 
increased efficiency in terms of 
rate of return on investment. 

The 1960 division of the Stan- 
Vac assets, in which Socony was a 
50° owner, has helped the com- 
pany to better coordinate its in- 
ternational activities, improving 
the efficiency of this aspect of the 
company’s operations as well. 
Like Gulf, Socony is also giving 
increased emphasis to closely re- 
lated fields believed to offer more 
favorable prospects for future 
growth. Dependent upon a favor- 
able tax ruling by the Internal 
Revenue Service, the company 
will acquire the assets of the 
Republic Natural Gas Company 
with extensive reserves in four- 
teen states. including substantial 
gas producing properties in the 
important Kansas-Oklahoma 
Hugoton field. 

Chemical diversification is be- 
ing stepped up too, particularly 
overseas. Recently, Socony an- 
nounced purchase of Kleemann, 
Ltd., an important British plastic 
firm, which, in addition to other 
activities, accounts for 20% of 
England’s polystyrene sales. The 
company, in partnership with 
others, has also proposed a $24 
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million fertilizer plant to be con- 
structed on Taiwan. These are 
just a few of the steps being 
taken to up-grade the company’s 
world-wide operations. In terms 
of financial results, some success 
is already evident; considerably 
more is expected to be forthcom- 
ing over the years ahead. 
Reflecting the over-all trend to- 
wards further consolidation with- 
in the industry Standard Oil Cali- 
fornia’s recent acquisition of 
Standard of Kentucky represents 


a giant step forward in the for- 


mer’s efforts to become a well- 
integrated domestic coast-to-coast 
marketer. In addition to strength- 
ening its U.S. position California 
is also stepping up foreign oper- 
ations, with international chemi- 
cal facilities receiving particular 
emphasis. This year’s expansion 
is highlighted by new undertak- 
ings in Japan, England, West Ger- 
many. Elsewhere, Socal continues 
to move ahead with its world- 
wide exploration program, 
further strengthening what is 
one of the most balanced opera- 
tions of all of the international 
oils. 

Standard Oil of New Jersey, 
the Free World’s largest petro- 
leum enterprise, has traditionally 
derived about one-third of its 
consolidated profits from _ politi- 
cally unsettled Venezuela. In 
order to provide a possible offset 
in the event of further complica- 
tions there which might disrupt 
its traditional operational pat- 
tern, and to insure a strong arm 
in bargaining with Middle East- 
ern rulers, Jersey has pursued an 
exceedingly aggressive policy of 
developine substantial reserves of 
low cost Libyan crude. Expected 
to commence flowing late next 
vear, this venture holds consider- 
able promise, and should greatly 
broaden the company’s basic 
earnings capability. In its efforts 
to move ahead abroad, Jersey has 
not ignored domestic operations; 
Humble’s program for coast-to- 
coast marketing is moving briskly 
ahead, and chemical facilities in 
the United States are undergoing 
continued expansion. Though 
earnings progress in recent years 
has been unimpressive, the com- 
pany has been no ‘‘sleeping 
giant”, and more favorable com- 
parisons appear likely over the 
next several years. 

Texaco, meanwhile, has ad- 
vanced on several fronts. Its 
greatest strength has come from 


its high degree of integration 
with production equal to 102% of 
refining requirements on a world- 
wide basis. Historically, how- 
ever, the company has not been 
self-sufficient in terms of domes- 
tic operations considered alone, 
and it is the progress in this 
regard which has perhaps been 
the most important contributor to 
Texaco’s constantly improving 
earnings during the past several 
years despite generally unfavor- 
able industry conditions. In 1958 
the company finally passed Jersey 
as the number one producer of 
crude in the United States, and 
its natural gas reserves here are 
increasing rapidly. Though both 
Texaco and Socal will suffer 
somewhat from an increase in 
the government’s share of the 
profit split in Indonesia, an area 
of great importance to Caltex, 
Texaco’s future continues bright. 

Royal Dutch would appear to 
be in the most vulnerable posi- 
tion of the leading international 
oils in terms of geographic ex- 
posure in world-wide petroleum 
trouble spots. Not only is the 
company about as heavily depen- 
dent upon Venezuela as Standard 
Oil of New Jersey, but also relies 
heavily on the Middle East (pri- 
marily through long term con- 
tracts with Gulf) and has an im- 
portant stake in Indonesia. How- 
ever, as the leading marketer of 
petroleum outside of the United 
States, the company is in an ad- 
vantageous position to exploit the 
faster pace of consumption 
erowth abroad. Moreover, Royal 
Dutch is also building an envi- 
able petro-chemical organization, 
which, if able to generate a rate 
of return consistent with that 
generally associated with such 
ventures, could result in a sharp 
earnings turn-around during the 
next several years. Its Shell Oil 
domestic subsidiary has been 
among the most successful of do- 
mestic integrated oil concerns in 
recent years, and its continued 
progress will no doubt aid Royal 
Dutch toward this end. 

As indicated by the current 
operational and expansion philos- 
ophies of all of the major inter- 
national oils, each is placing em- 
phasis in different directions, but 
all are aware of the problems 
which exist, and are paving the 
way to adjust operations to bet- 
ter cope with the demands of to- 
day’s volatile world-wide petro- 
leum situation. END 
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The 12 Billion Advertising 
Budget 





(Continued from page 229) 


field with Tide, has maintained 
the lion’s share of this business 
by introducing additional deter- 
gents (not readily differentiated 
except by advertising), all of 
which successfully compete for 
the same market. On the other 
hand, Revlon, in many instances 
has gained market leadership 
from new products insufficiently 
advertised by an innovating com- 
pany, and reaped _ substantial 
profits from these items through 
sheer weight and brilliance of 
advertising. 

It is of interest to note that 
both companies have declined to 
rest on their laurels, and are en- 
gaged in perpetual research on 
new product development in both 
existing and new areas, to main- 
tain their dominant positions 
within the respective industries 
served. Procter & Gamble, which 
has been called America’s best 
run company by various outside 
authoritative groups, has evolved 
a systematic approach to new 
product introduction (which has 
failed only once, in the case of 
“Teel,” a liquid dentifrice) that 
has enabled the company to seize 
new markets and quickly become 
the prime factor therein. 

The success of this “formula” 
marketing, with its planned 
payback period for new products 
and well-established distribution 
channels, has enabled Procter & 
Gamble to maintain a steady re- 
lationship between advertising 
expenditures and sales, auguring 
well for the adoption of similar 
policies by others in the future. 

Colgate, in contrast to the 
well-oiled Procter & Gamble “ma- 
chine” has had a more erratic 
history. This would appear to 
reflect recent managerial shuffles 
and the lack of a tried and true 
advertising formula, in part ex- 
plaining past failures to success- 
fully enter some of the same new 
areas in which Procter & Gamble 
has so firmly entrenched itself. 
A case in point, Genie—Colgate’s 
answer to Mr. Clean. 

While Colgate’s over-all profit 
picture has not been noticeably 
impaired by its marketing poli- 
cies of the past, it has primarily 
been through the growth of over- 
seas operations that the company 
has been able to hold its own in 
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terms of sales and earnings. In 
fact, it is believed that the only 
product whose domestic sales are 
currently resulting in a substan- 
tial contribution to company-wide 
profits is toothpaste, and the 
American Dental Association’s 
recognition of Procter & Gamble’s 
Crest has significantly reduced 
Colgate’s share of this market in 
recent years. Whether or not Col- 
gate’s new toothpaste entries will 
be able to counterbalance this 
trend is the talk of Madison 
Avenue. The answer will in large 
part depend upon the ability of 
Colgate’s new management to 
replace Mr. Little and the strong 
hand which so successfully guided 
Colgate’s advertising policies for 
so many years in the past. 
Revlon—tThe influence of a sin- 
gle man On a company’s advertis- 
ing policies continues to be in 
evidence at Revlon, a leader in 
the dynamic cosmetics industry. 
Advertising agency and internal 
personnel shifts within the Rev- 
lon organization have failed to 
appreciably affect the stamp of 
Charles Revson himself on the 
advertising policies of the com- 
pany. In addition to having 
evolved a successful tested for- 
mula for the continual introduc- 
tion of new high-quality products, 
Revlon has also apparently found 
a level of advertising expendi- 
tures as a percentage sales, con- 
sistent with healthy growth. The 
promotion of Revlon’s new anti- 
wrinkle cream, known as Eterna 
27, is the latest innovation to 
come out of the company’s labo- 
ratories and already the usual 
promotional treatment will be 
applied. Advertising expenditures 
for Eterna have been somewhat 
limited thus far, while users are 
given a sufficient period of time 
to enable them to judge results 
for themselves. Relatively high 
priced ($8 for two ounces), and 
with its potential effectiveness 
having been questioned by the 
American Medical Association, 
promotion of this product is ex- 
pected to offer Mr. Revson one 
of the most difficult challenges of 
his outstanding business career. 
While Helene Curtis has gen- 
erally spent a greater portion of 
its sales dollar on advertising 
than Revlon, and has experienced 
more impressive growth in per 
share earnings in recent years, 
the effectiveness of Revlon’s ex- 
penditures is evident from the 
more rapid pace at which its sales 
have forged ahead. Most of 


Helene Curtis’ earnings improve- 
ment has stemmed from cost 
control measures which have in- 
creased the profitability of a 
given dollar of sales; growth 
from this source cannot go on 
indefinitely however. 


Budgets Do Not Always Buy Business 


While Procter & Gamble has 
realized substantial profits 
through constantly updating and 
expanding its product lines, new 
product introduction does not al- 
ways by itself insure success even 
if backed by sizable advertising 
budgets. During the past few 
years for instance, more newly 
introduced brands of cigarettes 
have failed to survive the compe- 
tition of the marketplace than 
during any other comparable pe- 
riod, despite the heavy promo- 
tional expense put behind them. 
“Vanguard,” “Life,” “Spring,” 
“Duke” and others have not 
reached their goal; but “Alpine” 
has been able to win an impor- 
tant degree of acceptance. 

Some of the laggard tendencies 
resulted from the Federal Trade 
Commission’s ban on medically 
oriented filtration claims, while 
the slackening of American To- 
bacco’s “Hit Parade,” which ap- 
peared to have established a 
franchise for itself, suggests that 
perhaps cigarettes have been 
over-advertised and that consum- 
ers are no longer attracted by 
claims of new entries, being con- 
tent instead to stay with existing 
brands to which they have been 
exposed for some time. 

When the F.T.C. ban was first 
instituted, observers were quick 
to note that R. J. Reynolds, which 
had three leading cigarettes in 
the basic categories—Camels in 
the straights, Winston in the 
filters, and Salem in the men- 
thols, based advertising for these 
brands not on tar-nicotine claims, 
but on taste. As a result Reynolds 
was spared the expense of intro- 
ducing new campaigns, and their 
franchises were less subject to 
attack by competitors because 
they were built on taste. Thus 
the company was permitted to 
maintain its traditionally low 
advertising-sales ratio, and to 
continue the steady growth which 
has marked its history. 

Meanwhile, over at American 
Tobacco sales have also continued 
in a steady upsurge, but for ap- 
parently different reasons. In 
1960 American’s “Pall Mall” 
Brand quietly slipped into first 
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place among all cigarettes, a po- 
sition for many previous years 
occupied by R. J. Reynolds’ 
“Camels.” One explanation of its 
appeal may lie in the fact of its 
being a non-filtered cigarette, 
which for many years prior to 
the advent of filters had told a 
story of natural filtration. Thus 
it was able to draw consumers 
from both the filter and non-filter 
preference groups, and to meet 
the F.T.C. ruling without any 
drastic change in advertising 
execution. 

Both “Pall Mall,” with its extra 
length of tobacco, and “Tarey- 
ton” with the “dual” filter have 
visible product differences highly 
suggestive of the filtration story, 
which no cigarette is now allowed 
to tell. This may in part explain 
American’s continued growth de- 
spite the long-term decline of 
“Lucky Strike,” its one-time larg- 
est seller. 

(Lorillard’s new “York” ciga- 
rette with its “imperial,” longer 
than “king” size, length would 
appear to be an attempt to capi- 
talize on “Pall Mall’s” past suc- 
cess.) 

As these developments indicate, 
absolute dollar expenditure on 
advertising does not necessarily 
buy business; its effectiveness or 
lack of same can outweigh mere 
dollar considerations. 

An interesting illustration may 
be drawn from the experience of 
Liggett & Meyers, whose adver- 
tising/sales ratio increase from 
1958 on, has failed to halt the 
downtrend in its share of the 
market. That company manage- 
ment is aware of the importance 
of the manner in which such 
funds are used is reflected in re- 
cent advertising agency shifts. 
Liggett & Meyers’ progress over 
the years ahead in restoring it- 
self to its former position will 
depend to a large extent on the 
future success of its advertising. 

Pepsi-Cola in the soft drink 
field, amply demonstrates that 
comebacks can be achieved 
through improved advertising 
methods. In contrast with the 
cigarette industry, soft drinks 
have not been subject to any 
marked new product innovation, 
except within the realm of pack- 
aging. From a position in the 
forties when all America knew 
“Pepsi-Cola hits the spot,” the 
company had permitted its do- 
mestic position relative to Coke 
to slip. Only in recent years has 
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Pepsi met with success in revers- 
ing this trend, reclaiming its 
share from Coca-Cola though 
considerably outspent. However, 
Pepsi has been spending a greater 
percentage of earnings on adver- 
tising than Coke, and apparently 
spending it wisely as earnings 
growth has outpaced that of its 
traditional competitor in recent 
years. 

Hard Drinks Find Sales Come Harder 


While both Pepsi and Coke 
have experienced pronounced 
sales growth, as an increasing 
population has expanded their 
market, such has not been the 
case with the three leaders in the 
liquor industry, whose combined 
sales have shown little progress 
in recent years except for Na- 
tional Distillers which has bene- 
fited from its chemical activities. 

Despite this failure to partici- 
pate fully in a growing market, 
advertising budgets have re- 
mained fairly static, while many 
smaller concerns such as Heub- 
lin’s and Paddington have moved 
vigorously ahead—in part due to 
stepped-up advertising expendi- 
tures which have permitted them 
to take and retain early leader- 
ship in product lines which are 
experiencing the most rapid 
growth. 

In effect the Big Three have, 
for the most part, been compet- 
ing among themselves for a big- 
ger share of a relatively slow- 
growing market. Efforts to cash 
in on the new found popularity 
of light scotch, gin and vodka do 
not seem to have borne fruit. 
Though Seagram’s earnings have 
been moving ahead at an enviable 
pace, this has been accomplished 
primarily through improved mar- 
gins, rather than larger sales, 
with its advertising expenditures 
remaining more or less constant 
relative to its flow of revenues. 

Schenley in recent years has 
spent a considerably greater por- 
tion of its sales dollar for adver- 
tising than National Distillers or 
Seagram’s, but has not been able 
to build and hold a sales and 
earnings gain. 

It should be understood that 
the spirits industry has stringent 
self-imposed rules for regulation 
of its advertising in addition to 
state laws which most concerns 
are obliged to follow. In recent 
years some of these regulations, 
such as the self-imposed ban on 
permitting women in_ printed 
liquor advertising, have been 


eased or removed entirely. 
Within the food industry con- 
siderable variation exists between 
the advertising practices of ma- 
jor concerns. General Foods is at 
one extreme, dealing with a wide 


variety of products many of 
which have been developed by 
others and subsequently acquired. 
In recent years the company’s 
marketing and advertising ap- 
proach has come more and more 
to resemble that of Procter & 
Gamble. New products are being 
developed to compete for a share 
of markets already served by 
other General Foods brands (for 
example coffees, breakfast cere- 
als and dog foods). 

At the other extreme in the 
advertising spectrum is National 
Dairy, with an advertising/sales 
ratio of less than one-third that 
of General Foods. Dealing pri- 
marily in established products 
with established consumer de- 
mand, National Dairy is able to 
maintain its growth with far less 
of a proportionate advertising ex- 
penditure. It is interesting to 
note that National Dairy, Gen- 
eral Foods, and Corn Products 
all devote between 40 and 50% 
of their total advertising budgets 
to non-national local and cooper- 
ative advertising. 

General Mills, on the other 
hand, devotes only 16% of its 
total advertising budget to non- 
national advertising. 

Bristol Myers, among the 
drugs, also offers a deviation 
from the pattern of the others 
within its group. As the accom- 
panying tables indicate, Ameri- 
can Home Products, Richardson- 
Merrell and Sterling Drug all 
spend approximately 10-15% of 
the sales dollar on advertising, 
while Bristol-Myers spends al- 
most twice this amount year in 
and year out. The apparent rea- 
son for this difference is the high 
percentage of its products which 
are proprietary and thus are de- 
pendent upon consumer prefer- 
ence for their sale, in contrast 
to the heavy ethical lines of the 
others, which are sold primarily 
on product differentiation—once 
again illustrating that the na- 
ture of the product determines 
the need for advertising. 

Thus it can be seen that the 
need for advertising and its effec- 
tiveness as a producer of sales 
and earnings varies completely 
from industry to industry. 

(Continued on page 264) 
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Selected Natural Resource Stocks 
May Add Substantially to Forecast Profits 


i ee massive government spending — coming 
on top of business recovery — may add inflationary 
pressures, our analysts have selected for well-timed 
purchase several promising “natural resource” 
stocks, for example... 


A SPECIAL SITUATION — Yielding nearly 5% — 
well financed and integrated — 


This company enjoys aggressive management — 
low cost operations — and has ample capital for 
expansion into new fields. Profits increased 8% last 
year but rose nearly 16% in the first half of 1961. 
Freedom from long term debt — with cash and 
government securities of more than 11% times short 
term liabilities — give added assurance to liberal 
dividend. Selling more than 10% under its 1961 
high, this issue seems definitey under-priced. 


A SOUND STOCK IN A RESURGENT PHASE 
still selling 20% under 1960 top — 


This leading low cost producer owns vast re- 
serves of raw materials and well integrated oper- 
ating facilities. Net per share last year rose 20%, 
and for second half 1961, demand and profits should 
be in a rising trend. Current yield is 3.6%, with 
dividend secured by strong finances. We believe 
this issue could advance materially higher. 


OUR MOUNTING PROFIT RECORD 


We expect that these attractive issues and other 
carefully selected recommendations of emerging 
opportunities, which would be called to your atten- 
tion as a subscriber, will add to our outstanding 
profit record. 

Our Audit of the stocks in our open position at 
mid-year showed net appreciation of 9377, points — 
a gain of 253 points since January 1961... and the 
profit balance has been growing in the second half. 


Such stocks as American Chicle, American 
Tobacco, Reynolds Tobacco, Int. Tel. & Tel., 
Sperry Rand and other sound Forecast issues 
have increased subscribers’ gains. 


Appraisal of Your Present Securities 


To help you to put your investment house in 
order looking to the period ahead—be sure to 
include with your subscription a list of the securi- 
ties you own (12 at a time) for our personal report 
and advice on — WHICH TO RETAIN — WHICH 
TO DISPOSE OF — WHICH TO AVERAGE. If 
you are disturbed regarding any issues in your 
list, be sure to get exvert opinion BEFORE you 
decide to sell — or to hold. 

This extremely valuable consultation service 
helps subscribers to save thousands of dollars by 
preventing hasty sale of sound issues while weed- 
ing out weaker stocks. 


A Well-Rounded Service Geared to 1961 
Investment Prospects 


Each Week Our Private Bulletin: 


Keeps you a step ahead on the market outlook, 
changes in defense spending. money rates, taxes 
and the trend of business at home and abroad... 
Firsthand reports from our capable Washington 
analyst interpret political and legislative action. 
&Our comments and exclusive indexes of the 46 
industrial stock groups indicate which are rising 
strongly—those starting to advance—to decline. 
Our Unique Graph measuring strength vs. weak- 
ness in stocks signalled the 1957 decline, the 1958- 
59 recovery, the 1960 setback and the advance of 
the past months. 

Subscribe now to secure all the advantages of our 
original research, broad facilities, special sources 
of information—backed by our organization’s 54 
years of successful experience! We feel sure you 
will find our advice most rewarding. 
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THF INVESTMENT AND BUSINESS FORECAST ; 
of The Magazine of Wall Street, 120 Wall Street. New York 5, N. Y. 


I enclose [ $125 for a year’s subscription—plus one month bonus 
[ $ 75 for 6 month’s Service plus two weeks bonus 


Air Mail: (1) $1.00 six months; [) $2.00 
one year in U.S. and Canada 
Special Delivery: () $7.80 six months: 


Your subscription shall not be assigned at 
any time without your consent. 


SPECIAL MAIL SERVICE ON BULLETINS 

[) Telegranh me collect your Forecast rec- 
ommendations . .. When to buy and 
when to sell . when to expand or 
contract my position. 


List up to 12 of your securities for our 
initial analytical and advisory report. 
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In Conclusion 


In these days of declining 
profit margins, advertising ap- 
propriations have become such 
an important cost factor that 
they should now be carefully 
scrutinized, especially in the light 
of increased sales resistance in 
various areas and the overselling 
in mass markets that is taking 
place to a point of satiation. 

This situation is spotlighted by 
the profit decline in the face of 
greatly increased sales, indicating 
that at this time, when profit 
margins are being pinched and 
automation and other economies 
are being used to cut high labor 
costs and overhead wherever pos- 
sible, advertising appropriations 
need to be carefully evaluated. 

Like everything else, advertis- 
ing may be spent wisely or waste- 
fullv. Of importance to the stock- 
holder is the fact that excessive 
spending will eventually affect 
earnings and dividends unfavor- 
ably. According to Printers’ Ink, 
advertising budgets rose from 
$10.5 billion in 1958 to $11.2 bil- 
lion in 1959 and $11.9 billion in 
1960. The largest expenditures 
for advertising have been by the 
consumer goods companies and, 
for a number of years now, these 
expenditures have been trending 
sharply upward. 

Therefore, we believe it would 
be sound practice for companies, 
in their annual reports—as far as 
is practicable—to inform share- 
holders of where the companies’ 
advertising dollars are spent. And 
to measure the results, figures 
should be clearly presented to 
show the percentage of advertis- 
ing costs against sales and profit 
margins. END 








What Third Quarter Earnings 
Reports Reveal 





(Continued from page 226) 


is vital for the tire companies, 
and most are making big strides 
in establishing either their own 
retail outlets or direct tie-ins with 
major retail organizations. U.S. 
Rubber, in fact, has been particu- 
larly aggressive along these lines 
and has rebuilt its profitability 
substantially. Nevertheless, the 
company’s close tie to major car 
manufacturers slightly dented 
third quarter earnings. Per share 
net slipped to 87¢ from 99¢ a 
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year ago, and $1.25 in the second 
quarter. 

Both companies should enjoy 
better results in the fourth quar- 
ter. Original equipment ship- 
ments will be substantially higher 
as the car makers move into full 
production. In addition, the new 
legal requirement in some states 
that cars must now be equipped 
with skid chains or snow tires 
should spur greater sales this 
winter. In general, the companies 
are in a sound position. 

Oddly enough, Borg-Warner, a 
major supplier of auto parts, im- 
proved its earnings over last year. 
However, last year was miserable 
for the company. Third quarter 
earnings are not particularly sig- 
nificant because of the auto shut- 
down, but what is important is 
that the first two quarters were 
good ones for Borg this year, and 
the fourth quarter holds promise 
of further betterment. 


One Ethical, One Proprietary Drug 


Away from the auto industry, 
the third quarter produced still 
other interesting reports. Two 
major drug companies, in partic- 
ular, made progress over last year 
and improved their profit mar- 
gins in the process. This is im- 
portant, since drug margins have 
been retreating for several years. 
Pfizer (Chas.), which has long 
been one of the most aggres- 
sive developers of new products, 
earned 39¢ in the third quarter 
against 35¢ a year ago. Profit 
margins were also wider, as they 
have been all year for the com- 
pany. 

The company is a prime target 
for the Kefauver Committee, and 
this injects a note of risk into 
the situation, but the stock is 
potentially dynamic nevertheless. 


Sterling Drug also improved 
over last year, justifying its ex- 
cellent performance in the stock 
market recently. Earnings rose to 
83¢ a share from 80¢ a year ago 
and were the highest for any 
quarter this year. Unlike Pfizer, 
Sterling affords a more stable 
earnings picture because it has 
a broad line of proprietary drugs 
in addition to its ethical prod- 
ucts. The stock also has some 
speculative appeal because the 
company controls the Zimmer- 
man process, considered by many 
to be the most practical method 
for disposing of big city sewage 
without contaminating rivers, 
streams and waterfronts. 

A dividend increase was ru- 


mored, but at the most recent 
meeting no action was taken. A 
boost soon, however, is still a dis- 
tinct possibility. 


Business Confidence Not Yet 
Concretely Justified By Earnings 


The economy has definitely be- 
gun its recovery pattern after 
last year’s recession, but the rise 
is far from spirited. Third quar- 
ter earnings may be deceptive 
because of the odd situation in 
the auto industry this year, but 
until fourth quarter results prove 
otherwise, we must assume that 
profitability is still lagging. 

Obviously, executives are more 
optimistic than profit figures 
would indicate. This can be seen 
in the larger than usual number 
of extra dividend payments so 
far this fall, and the continued 
spurt in inventory accumulations. 
Nevertheless, somewhere along 
the line earnings must expand or 


businessmen will pull in their 
horns again. 
Inventory accumulation can 


carry the economy for a while, 
possibly into the second quarter 
of 1962, but, after that, capital 
spending must accelerate if the 
recovery is to develop into real 
prosperity. The thin profit mar- 
gins that have so far character- 
ized the recovery could put a 
damper on big ticket outlays. This 
is the vital area investors must 
watch over the next several 
months. END 
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flict of interests in the United 
States looking to the future — 
both of which still represent a 
hard nut to crack. But the very 
fact that the official statements 
by the various parties involved, 
enthusiastically recognize the 
great importance of this econo- 
mic-political alignment is most 
encouraging. It is recognized by 
all concerned that it will not only 
prove to be a great boon to the 
West, and strengthen their posi- 
tion in the cold war, but as we 
pointed out in the Magazine of 
Wall Street in the issue of August 
26, the very thought of such a 
development raised Khrushchev’s 
fears to a boiling point in Ber- 
lin—for as an accomplished fact, 
it will be a really painful thorn 
in the side of the Soviets. END 
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_ IMPORTANT MESSAGE ...To Every Investor 


With Securities Worth $40,000 or More 


In the challenging days ahead we will see 
amazing ventures into space — scientific 
“breakthroughs” — revolutionary industrial 
advances and new products. 

Also, with turbulent conditions abroad — 
and “New Frontier” policies taking shape 
at home — changes of deep investment 
significance may occur in spending, taxes, 
international trade, money and credit. 

Don’t you agree that this is no time for 
a “do nothing” policy? Let us help you keep 
investments fiexibly adjusted to today's 
conditions — tomorrow’s eutlook. 


Unsurpassed Qualifications to Serve You 
Successfully: 


To safeguard and foster the growth of 
your funds — INVESTMENT MANAGE- 
MENT SERVICE as a division of THE 
MAGAZINE OF WALL STREET offers 
you unique advantages: 

— a background of 54 years of experience 

— skills and judgment of a seasoned staff 

— widespread sources of timely informa- 

tion 

— top financial library-research facilities 

— fully equipped offices in the world’s 

financial center plus able Washington 
analysts. 


Expert Analysis of Your Present Holdings: 


Our first step in serving you is to make a 
detailed report—analyzing your credit list— 
taking into consideration income, safety, 
diversification, enhancement probabilities— 
today’s factors and tomorrow’s outlook. 


Issues to Hold and Advantageous 
Revisions: 


Definite counsel is given on each issue in 
your account ... advising retention of those 
most attractive for income and growth... 
preventing sale of those now thoroughly 
liquidated and likely to improve. We will 


point out unfavorable or overpriced securi- 
ties and make substitute recommendations 
in companies with unusually promising 1961- 
62 prospects and profit potentials. 


Continuous Supervision of Holdings: 


Thereafter—your securities are held un- 
der the constant observation of a trained, 
experienced Account Executive. Working 
closely with the Directing Board, he takes 
the initiative in advising you continuously 
as to the position of your holdings. It is 
never necessary for you to consult us. 


When changes are recommended, precise 
instructions as to why to sell or buy are 
given, together with counsel as to the prices 
at which to act. Alert counsel by first class 
mail or air mail and by telegraph relieves 
you of any doubt on your investments. 


Complete Consulation Privileges: 


You can consult us on any special invest- 
ment problem you may face. Our contacts 
and original research sometimes offer you 
aid not obtainable elsewhere—to help you 
to save—to make money. 


Help in Minimizing Your Taxes: 


We keep in mind the tax consequences of 
each transaction and help you to minimize 
your tax liability. (Our annual fee is al- 
lowed as a deduction from your income for 
Federal Income Tax purposes, considerably 
reducing the net cost to you.) 


Annual Personal Progress Reports: 


Throughout the year we keep a complete 
record of each transaction as you follow our 
advice. At the end of of your annual enroll- 
ment you receive our audit of the progress 
of your account showing just how it has 
grown in value and the amounts of income 
it has produced for you. 








SJ o investors with $40,000 or more we shall be glad to send full information on 
Investment Management Service. Our annual fee is based on the current value of 
the securities and cash to be supervised—so if you will tell us the present worth of 
your holdings or list them for our evaluation—we shall quote an exact fee—and 
answer any questions as to how our counsel can benefit you. 








INVESTMENT MANAGEMENT SERVICE 


A division of THE MAGAZINE OF WALL STREET. A background of over 54 years of service. 


120 WALL STREET 


NEW YORK 5, N. Y. 





This 74-ton giant is one of many powerful compressor engines being added to Cities Service gas system. 


Cities Service on the move 


New families, new homes . . . new processes, new 
products, new plants . . . the demand for natural 
gas grows and grows. To meet this demand, new 
pipelines are laid, new storage facilities constructed, 
new and mightier compressors installed. Every day 
Cities Service adds to the hundreds of billions of 
cubic feet of this versatile fuel it supplies to utilities 
serving American homes and factories. 


It is the same story with petroleum and its many 
products, from asphalts and heating oils to high 
octane gasolenes and petrochemicals. In every 
area of its interest, constantly expanding and im- 
proving its ability to meet the growing need... 
Cities Service is on the move! 


CITIES ® SERVICE 








